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PREFACE TO SECOND EDITION. 



Since the first edition of this book was published 
in the autumn of 1906, a series of convulsions 
in the financial world have fully justified the 
warnings it contained. During the past year 
(1907) New York has undergone two panics — 
a Wall Street panic in March, and a banking 
panic in October. The recoil of these catas- 
trophes on the trade and industry of the country 
has produced an almost universal deadlock, which 
may take years to overcome. 

All the monetary centres of the world have, 
much against their will, become involved in the 
American crisis. They have had their gold re- 
serves raided and depleted by New York banks 
intent on self-preservation at any cost, and re- 
gardless of the safety of others. Every branch 
of trade has been upset by these abnormal 
operations. Securities of all kinds have been 
ruinously depreciated by them. Commercial 
capital has been forced up to famine rates. 
Enormous losses and sacrifices have been, and 
are still being, inflicted on innocent persons. 

A careful reader of this book will find in it 
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ii Preface to Second Edition. 

more than one description of the causes and 
conditions which produced the financial catas- 
trophes of 1907. When these descriptions were 
being written, a ten-year boom in American trade 
and speculation had reached its climax. It was 
evident that the collapse could not be far off, 
and it actually began a few months later. In 
the chapters on Credit, Capitalisation, the 
" Millionaire Moloch," the Much Mistrusted 
Trusts, and Delusive Gold Reserves, questions 
are raised which go to the root of the existing 
financial system. When put forward a year ago 
they were comparatively academic, but recent 
events have converted them into burning ques- 
tions of the day. Neither the professional banker 
nor the theoretical financier can shirk them any 
longer. 

A few quotations from the above chapters will 
indicate the nature and scope of the burning 
questions which have now to be faced. The most 
urgent of all is the misuse of gold in up-to-date 
banking operations. The following passage shows 
how that abuse was being carried on in the final 
stage of the boom. We have since experienced 
its counterpart in the hysterical scramble for gold 
during the panic. 

" This peculiar use of gold reserves (as a basis 
for the indefinite expansion of credit) is not what 
the authors of the system intended. It is not, in 
my opinion, a proper interpretation of the law. 
On the contrary, it is an innovation .of very ques- 
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tionable character, and fraught with possible evils, 
not only domestic but international. It encour- 
ages the New York banks to work up to the limit 
of safety, if not beyond it, in the hope of always 
being able to get gold somehow to carry them 
through. They dehberately assume that London 
and Paris may always be drawn upon in an emer- 
gency. Failing them, there is the Secretary of 
the Treasury to fall back upon. It has become 
one of his recognised functions to * relieve the 
situation' when the professional financiers have 
allowed it to get out of hand."^ 

Too much attention to gold reserves and too 
little attention to the total volume of banking 
credit, which may be safely carried at a given 
time, is here shown to be the special danger of 
modern banking. 

" Speaking with due respect for the banking 
profession as a whole, I doubt if in any part of 
the world it adequately realises the vast possibili- 
ties and the corresponding dangers of the credit 
system which it has built up during the past half 
century. Least of all in England, where it 
originated, and has been most cautiously de- 
veloped, does it appear to be clearly understood. 
The fundamental truth that credit is a thing by 
itself, apart from all the currency and banking 
problems of an older day, is as yet very dimly 
realised." ^ 

Among the many object-lessons which the New 
York panic gave to Europe, none was more start- 

^ Chapter xix.. Its Delusive Gold Reserves, pp, 387-8. 
' Chapter xiv.. Credit, p, 299. 



iv Preface to Second Edition. 

ling and impressive than the small power of re- 
sistance shown even by the strongest banks. 
Almost at the first alarm they suspended specie 
payments and let themselves down gracefully to a 
more or less disguised paper basis. That paradox 
was explained in advance in the following picture 
of the " Millionaire Moloch." 

" Men of this stamp are the millionaires of 
Wall Street — the so-called money power of the 
country. They have a very large proportion of 
the national wealth in their keeping, and can 
use or abuse it as they please. The millions 
they play with are not their own; 70, 80, or it 
may be as much as 90 per cent of the money is 
borrowed. They have time loans and call loans 
running at scores of different banks. . . . Their 
simple and innocent rule is to borrow at every 
door, and they never stand on matters of form." 

Thus it followed that every millionaire who had 
plunged not wisely but too well dragged down a 
chain of banks along with him, and hundreds of 
other banks were able to hold on only by the 
skin of their teeth. Though the panic has out- 
lived its acute stage the situation is still critical, 
and for a considerable time to come American 
finance will continue to be one of the world's 
chief anxieties. 
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AMERICAN FINANCE. 



INTRODUCTION. 

This book is written specially for American 
readers^ the most appreciative and sympathetic 
that any financial writer could wish for. The 
American people are making financial history on 
the largest scale of any nation. It is natural, 
therefore, that finance should be to them a living, 
working interest. Their practical activity keeps 
their minds open and alert. They are wholly 
free from the Cobden fetish which has paralysed 
economic science in England. They have courage 
enough to hear both sides of a question, and 
they take the trouble to judge for themselves. 
Neither are they afraid of honest independent 
judgment from others. Once on a time they 
were proverbially thin-skinned, but Jefferson 
Brick is as dead as Queen Anne. The Americans 
of to-day have become conscious of their national 
strength. They realise too well the greatness of 
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the future that awaits them to be unduly sensi- 
tive to foreign criticism. Whether it be good 
or bad, friendly or unfriendly, they know how 
to estimate it at its true value. 

This book must by its very nature be critical, 
and there is a good deal in it which American 
readers will dissent from. But the author has 
every confidence in its receiving from them just, 
and even indulgent, consideration. When they 
cannot accept his conclusions they will give him 
credit for the hard honest work that has been 
spent on them. No one could study a subject 
as he has studied American finance for a quarter 
of a century without feeling a genuine interest 
in it He may flatter himself that he has seen 
something of it in all its aspects and bearings. 
As a journalist he has traversed the American 
continent north and south, east and west. As 
a financier he has seen most of its financial 
institutions from the inside. It may also have 
been of some advantage to him to look at these 
institutions from a safe distance. There are 
things to be learned about American finance in 
Capel Court that cannot be picked up in Wall 
Street itself. It is only a few years ago that 
New York was a financial satellite of London. 
How long will it be before London becomes a 
financial satellite of New York ? 

Nor is it merely from a business point of view 
that a student of American finance may find 
some special advantages in London. There may 
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also be historical materials here, which, if they 
exist at all on the other side of the Atlantic, 
may not be so readily available. London has 
old libraries full of forgotten books and pam- 
phlets relating to American aflEsiirs. If the 
archives of old City firms like the Barings were 
ransacked, many a curious relic might be found 
in them of American loans, railway schemes, and 
other financial operations. These were the seeds 
sown three-quarters of a century ago of what is 
now the greatest, the most vigorous, and also the 
most interesting organisation of human industry. 
Economic America has just been discovered, or 
rather, it has just discovered itself. Till lately 
the idea prevailed that it was to grow in the 
ordinary grooves, and was to be like other 
countries, only much bigger. But that is not 
to be its prosaic destiny. It is to be a country 
of its own — a nation by itself, — a republic of 
a wholly new and peculiar type. Gradually it is 
breaking loose from all European models and pre- 
cedents. It is building up a distinctive American 
life — larger, broader, and more strenuous than 
would be possible ansrwhere in the old world. 
It is developing a civilisation of vast distances, 
gigantic energies, immense resource, Napoleonic 
ambitions, Titanic rivalries, — and, may we add, 
terrific risks? Could any nation have a more 
dazzling, but at the same time more hazardous, 
future? Could any writer desire a more fas- 
cinating or inspiring theme ? 
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No phase of American life, political, social, or 
financial, can be adequately discussed without 
an abiding sense of the momentous issues in- 
volved. The United States is manifestly destined 
to be phenomenal in all things — in prosperity and 
adversity, in its booms and its blizzards, in its 
virtues and its defects. It will have the biggest 
trusts, and the strongest anti-trust laws. It will 
array against each other stupendous combinations 
of labour and capital. Within its capacious bosom 
the Union will have room for the best and the 
worst forces of civilisation. The most public- 
spirited citizen will rub shoulders in it with the 
most grasping monopolist, the creator of values 
with the professional wrecker, the most conserva- 
tive financier with the wildest gambler. Every- 
thing, good or bad, will be on a truly American 
scale. 

But it does not follow that the United States 
is to rule the world simply because of its being 
the strongest and richest world power. Such, 
no doubt, is the hope and the ambition of many 
patriotic Americans. But these sentiments mis- 
conceive the true conditions of the case. The 
United States may be economically strong at 
home without being propcMrtionately formidable 
abroad. It may, and most probably will, have 
an economic sphere of its own in which it can 
secure itself against foreign competition. But 
the more exclusive that sphere is made, and the 
more impenetrable it may be from outside, the 
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more closely will the United States be shutting 
itself up inside it. Nations that would be in- 
dustrial world powers cannot have it both ways. 
They cannot hope to dominate home and foreign 
markets at the same time. The policy which 
renders their home market invuhierable is pretty 
sure to hamper their foreign trade, and still more 
their foreign finance. This is only poetic justice, 
otherwise what remnant of a chance would be 
left for the old world? 

That the United States is, and probably alwa3r8 
will be, a country by itself is particularly true of 
its finance. Its whole financial organisation is, 
with few exceptions, racy of the soil. It has 
been said, with a certain amount of historical 
truth, that the founders of the Republic borrowed 
their politics from France and their finance 
from England. Their successors, however, have 
changed all that very considerably. The political 
and financial doctrines of 1789 have both under- 
gone many vicissitudes. Even our gold standard, 
the adoption of which in 1792 was a sort of part- 
ing compliment paid to the mother country, was 
not persistently adhered to. Many and varied 
experiments were made to improve on it before it 
was finally adopted, just a century and a quarter 
after the revolution. 

There was more excuse for the vacillation shown 
on the banking question. The two attempts made 
to acclimatise an adaptation of the Bank of Eng- 
land were foredoomed to failure. They originated 
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in a mistaken idea that the banking system of 
an old country, small in area and densely popu- 
latedy would suit a young country of vast area 
but sparse population. Though both the first 
and the second Bank of the United States fell 
victims to political passion, it may be doubted 
if they ever could have realised the ideal of their 
founders. No central bank, however strong its 
political supporters, and however capable its 
management, could have achieved the position 
in the United States that the Bank of England 
holds in this country. An American banking 
system had to be created, and would have 
ultimately emerged even in the teeth of the 
greatest obstacles and difficulties. Whether the 
national banks will completely satisfy all the 
future requirements of the case is doubtful, but 
at all events they are thoroughly American. 

Alongside of the national banks, and not 
always working in perfect harmony with them, 
is the most distinctive of all factors in American 
finance — the independent Treasury. This has no 
counterpart in the old world, and can hardly be 
imagined flourishing anywhere but on its native 
soil. When a central national bank was found 
to be impracticable, there was no alternative but 
for the Government to do its own banking. The 
verdict of American opinion upon it is still far 
from unanimous, while from foreign opinion it 
has received very scant attention. It may have 
all the weaknesses and disadvantages with which 
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its critics are continually upbraiding it, but its 
strong points are even more obvious and unde- 
niable. In financial or commercial crises a great 
reserve power, like the independent Treasury, 
standing calmly outside of the storm and ready 
to assist the shipwrecked, may be a veritable 
bulwark. Against the service it can render in 
perilous times, the money it may divert from 
banking and commercial channels should be 
a very moderate ofibet. Moreover, the amount 
of the balance that should be carried by the 
Treasury is a detail always open to discussion 
in relation to existing circumstances. 

No review of the public finance of the United 
States would be complete without some reference, 
however brief, to the remarkable history of the 
national debt. It also has its American peculiar- 
ities. In the rapidity of its growth it startled the 
world, but the world was even more astonished 
at the rapidity of its liquidation. In the first 
overwhelming shock of the Civil War, American 
statesmen had to bow to the inevitable, and 
raise money as they could in any and every pos- 
sible way that suggested itsel£ But when the 
crisis v^as over and they had recovered their 
nerves, they lost no time in getting back to 
normal conditions. Fortune favoured them in 
showering prosperity on the country. The people 
were able without a murmur to submit to heavy 
taxes. They literally swamped the Treasury with 
revenue, and unprecedented surpluses enabled the 
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Government to redeem millions of dollars of debt 
every year. 

All this was a new and strange development. 
The readiness^ and even eagerness, of the people 
to pay taxes contrasted strangely with their old 
antipathy to the tax-collector. In the revolu- 
tionary war — as in the war of 1812 and for 
many years after — they would borrow at any 
price rather than be taxed even in moderation. 
These were the days when "shin-plasters" and 
all sorts of rag-money passed from hand to hand 
as the popular alternative to taxes. In the end 
they proved very costly alternatives. But the 
greenback experiment during the civil war was 
such an object-lesson that the American people 
never needed another of the kind. From their 
old anti-taxation, anti-banking, anti-honest dollar 
craze, they rushed to the opposite extreme and 
became ardent admirers of a ftill and overflowing 
Treasury. It is now one of their proudest boasts 
that they are the largest holders of gold in the 
world. 

The financial institutions of the United States, 
beginning with the independent Treasury and de- 
scending through a long series of sub-treasuries, 
mints, national banks, state banks, private banks, 
and finance houses to Wall Street, exhibit two 
general characteristics. They have all had a 
more or less chequered history, and most of 
them are still in a state of flux. The forms they 
may ultimately assume are still very problem- 
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atical. All that may be safely predicted of them 
is, that they will in any case be distinctively 
American. European experience has been of 
comparatively little help to them in the past, 
and it will have even less influence on their 
future. The many changes and new develop- 
ments that lie ahead of them will, it is to be 
feared, carry them farther and farther away from 
European models. They may not, however, be 
always gainers by that, nor may Europe be 
always a loser. 

For example, the extraordinary hold that the 
Americans had a few years ago on European 
markets was not altogether a healthy sign for 
either party. It was too one-sided to last long. 
Had it truly represented the relative power of 
the two industrial systems which were ranged 
against each other, there would have been noth- 
ing left for Europe but to bend its head to the 
American yoke. But international competition, 
whether political or commercial, is full of sur- 
prises. A good many of these may be awaiting 
the Americans in the sphere of international 
finance. When their Western states cease to 
be the granary of Europe, when their mineral 
resources begin to feel the terrible strain of 
prodigal demands on them, when their home 
consumption begins to trench on their export- 
able surplus, and when their imports of foreign 
luxuries and other articles they cannot produce 
at home begin to disturb the favourable balance 
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of trade which they regard with so much com- 
placence, — ^then it will be time enough to spec- 
ulate on their proper place among the nations. 

In its fundamental outlines the domestic future 
of the United States may not be difficult to fore- 
cast. So long as its physical resources continue 
to appear practically inexhaustible, there will be 
ample material for all its industries, skilled and 
unskilled. While the character and the energies 
of its people remain as they are, its industries 
are bound to prosper. While the country over- 
flows with prosperity it should be easily governed. 
With ordinarily good government there should be 
no rushing to violent and reckless extremes. The 
anarchy of excessive wealth may be as carefully 
restrained as the anarchy of excessive poverty. 
With clever management the two bites noires of 
the social menagerie may be kept from each 
other's throats. But if weak or corrupt admin- 
istration were to allow either of them to get the 
better of the other, the United States might soon 
be as uncomfortable a place to live in as Russia 
itself. 

The keystone of all modern administration, im- 
perial, national, or municipal, is finance. The 
richer, more industrious, and more advanced a 
country is, its finance will be of greater import- 
ance to it. To the United States it is all-im- 
portant. Nearly every interest it has turns on 
good finance. And nowhere can bad finance do 
greater harm. Nowhere is there more urgent 
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and continuous need to watch financial develop- 
ments. The Treasury has to keep a vigilant eye 
on its receipts, especially when they seem in- 
clined to droop. The banks have to be thinking 
all the time of their accruing liabilities and their 
reserves. Wall Street has to read between the 
lines of the weekly bank returns, and to trim its 
sails accordingly. Chicago has to keep one eye 
on wheat and the other on money. The spec- 
ulator, in fact, speculates in money as well as in 
wheat or stocks. Even the land-boomer in the 
North- West is an accident of the money-market. 
He and all his kind have been rendered possible 
by a highly developed sjrstem of credit which 
may one day break down, and crush them by 
the thousand. 

So far as the normal everyday business of the 
country is concerned, the United States has little 
to fear hereafter. Its current production and con- 
sumption are both so immense, that there must 
always be a big home market for the producer 
and a big home supply for the consumer. What- 
ever surplus there may be at any time has gen- 
erally an ample choice of outlets abroad. The 
financing of this current trade is an easy matter. 
A Chicago banker once very truly said that ad- 
vancing money on grain certificates was the safest 
kind of banking imaginable. Nearly if not quite 
as much safety might be claimed for advances on 
other staple produce. But in every case an im- 
portant qualification is necessary. Such banking 
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is only safe and healthy while it is confined to 
the honA fide movement of produce. When it 
takes to financing speculative sales of imaginary 
produce then the safety ends, and something 
quite difiTerent takes its place. 

The test question as regards this class of 
American finance is, What proportion does the 
fictitious part of it bear to the substantial part ? 
However gigantic the staple crops of the United 
States may be, a comparatively moderate amount 
of money would suffice to market them, if they 
were allowed to proceed from farm to market 
without any speculative interference. It is the 
huge fabric of gambling and manipulation piled 
up on them by the way that calls for boundless 
supplies of currency, of credit, and of banking 
facilities. If the honS, fide marketing of produce 
could be separated from the speculative market- 
ing, there would be general surprise at the small 
amount of finance it would require. 

In the case of securities the distinction between 
bond fide trading and mere gambling is still more 
striking. A very small percentage of the stocks 
bought in Wall Street are taken up by the pur- 
chaser, and conversely a very small percentage 
of the stocks sold are delivered by the seller. 
If all transactions were followed by actual trans- 
fer, their volume would contrast absurdly with 
the million and a half shares per day, proudly 
recorded at times in Wall Street reports. This, 
of course, is not peculiar to New York. It holds 
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equally true of the London Stock Exchange and 
of the Continental bourses, though on a much 
smaller scale. To some extent speculation is 
rendered necessary by the conditions of modern 
commerce, and however objectionable it may 
seem, it cannot be altogether avoided. National 
temperament may also have something to do 
with its excesses, but be these large or small, 
they are incidents of modern life which must be 
accepted as inevitable. We may regulate and 
even restrain it, but in order to do that we must 
first recognise and understand it. 

Nowadays, so completely do the parasitical 
varieties of finance overshadow the natural forms, 
that the financial organisation of nearly every 
country is adapting itself more to the former 
than to the latter. The dividing line between 
what used to be called legitimate trading and 
speculative trading has become so faint as to 
be almost indistinguishable. Wherever there is 
business there must be speculation, for the one 
grows out of the other. Futile attempts have 
been made to draw ethical distinctions between 
them. Ordinary speculation differs from ordinary 
trading only in the larger degree of risk attending 
it. There are many lines of business in old and 
settled countries which can be carried on with 
a minimum of risk. In every young country 
there are necessary enterprises that can only be 
carried hrough under speculative conditions. 
Nothing more precarious could be imagined than 



14 Introduction. 

agricultural pioneering in the Canadian North- 
Westy but money and human life are being staked 
on it with enthusiasm. 

All pioneerings agricultural, industrial, or com- 
mercial, is in its very nature speculative. As the 
new field is opened up, business settles down into 
regular grooves, and speculative risks are elimin- 
ated. Then speculative methods should also be 
eliminated, but, on the contrary, they tend to 
multiply and to grow more complex. It is during 
the transition firom pioneering to permanent in- 
dustry that the speculator has his finest oppor- 
tunities and makes the boldest use of them. This 
is the stage through which Canada is passing 
now, and through which the American North- 
West passed ten or fifteen years ago. One fine 
morning a newly settled province wakes up to 
find that it has suddenly come into a fortune, 
— that its dollar-an-acre land is worth five or six 
dollars, that its buried iron and copper ores have 
had a magician's wand waved over them, that 
its hitherto bankrupt railroads are earning hand- 
some dividends, and that local credit has gone 
up two or three hundred per cent. A golden 
glamour descends upon it, and the speculative 
moths come fluttering round it. 

Two parallel developments generally take place 
in such cases, — a large increase of trade and a 
still larger outburst of speculation. This kind 
of speculation has very little in common with 
the gambling of the wheat pit and the stock 
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market. It rests on a substantial basts of bcmi 
fide business, while wheat and stock {gambling 
may be mere fooling with market prices. The 
United States has had much experience of both 
these kinds of speculation. It has had its genuine 
El Dorados in the West, and its fictitious El 
Dorados in New York. A very safe gauge of an 
American boom is the proportion of Western 
solidity there may be in it as compared with 
the Wall Street gas. That, as a rule, will depend 
on the age of the boom. In its infancy the solid 
West may predominate, but as it grows older 
Wall Street is pretty sure to get the upper hand. 
This almost invariable tendency was particu- 
larly marked in the McKinley boom of iSgd-xgox 
— ^the most brilliant chapter in American finan- 
cial history. Its origin, its hard fight, and its 
final triumphs are equally unparalleled. In the 
collapse of 1893 values of all kinds had been, 
as they say in the prize-ring, knocked senseless. 
Two-thirds of the railroads had been so drastic- 
ally reorganised, that no one except perhaps a 
few of the professional reorganisers could guess 
what the new securities were worth. Property 
of every kind — land, produce, minerals, merchand- 
ise — ^was down to zero. A single word changed 
the whole situation, — ^values went up and up, and 
the higher they rose the more eager were the 
buyers. At last the boom overreached itself, 
and came perilously near a general smash. But 
it was skilfully steered through the breakers, and 
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started again in smooth water. In 1902 it had 
another smart check, but after a few months' rest 
it rallied for a third campaign, which has eclipsed 
all the others in audacity and brilliance. 

Here we have phenomenal prosperity combined 
with still more phenomenal inflation. Both de- 
velopments are distinctively American, and can- 
not be imagined as happening in any other part 
of the world. No other country could furnish 
the speculator with such an immense basis of 
bond fide trade, and nowhere else could so giddy 
a fabric of artificial values have been built up on 
it. There is a certain harmony and proportion 
between the two gigantic movements. For an 
ordinary country with, say, half the population 
of the United States and less than half of its pro- 
ducing power to have attempted the stupendous 
combinations which have been engineered in New 
York during the past decade, would have meant 
speedy disaster. A series of English, French, or 
German billion -dollar trusts would soon meet 
with the fate of the South Sea Bubble. Like it, 
they would be inverted pyramids with their 
centres of gravity at the top. 

It is not suggested for a moment that sky- 
scraping finance is more justifiable in New York 
than it would be in London or Berlin. We only 
point out in extenuation of its extravagance the 
large substratum of solid indisputable prosperity 
that underlies it. Without that it would be 
obviously mad, and even as it is, its sanity may 
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be open to doubt. If speculation has any ethical 
rules at all, — ^which many people deny,— one of 
them is that speculative markets should have 
genuine markets behind them, and that a safe 
healthy balance should always be maintained 
between the two. The application of such a 
rule would vary in every country* Where the 
hon& fide production and distribution are small, 
speculation should be correspondingly limited. 
And where, as in the United States, bond fide 
production and distribution are huge, the area 
of speculation will of necessity be correspond- 
ingly enlarged. The whole question is one of 
relative basis. Speculative operations that would 
be absurdly top-heavy in London or Paris, may 
easily balance each other in New York or Chicago. 
But when all due weight has been given to 
these qualifications and distinctions, the sinister 
fact will remain that speculative finance is to be 
the future peril of the American people. It may 
continue to expand while its natural basis con- 
tracts. A time may come when the American 
wheat trade will shrink so greatly in volume as 
to allow Chicago little more scope for dealing 
in futures than Liverpool has now. If Chicago 
should ignore the change and keep the "wheat 
pit" going at high pressure, something would have 
to give way. A time is also approaching when 
Wall Street will have a much-diminished supply 
of counters to gamble with. Boni fide investors 
will take away the good stocks, and one or two 
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financial blizzards may sweep away the rotten 
ones. What will Messrs Harrimani Gates, & Ca 
have to gamble with then ? 

We hope to show the reader that American 
finance has a very interesting and romantic past, 
which, however, pales before its momentous and 
mysterious future. It is a fascinating riddle for 
the statesman, the financier, and the scientific 
economist. 
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CHAPTER I. 

ITS FOUNDERS. 

When an institution has strongly-marked features 
we may safely infer that they have not been 
formed in a few years or even a few generations* 
If there be in the world an institution with 
strongly-marked individuality, it is American fin- 
ance. It exhibits national characteristics which 
may be traced back through many generations 
of lawyers, politicians, and financiers. Some of 
them, in fact, are older than the Republic itself. 
The fathers of the Republic were to no small 
extent the founders of its finance. In Franklin, 
Alexander Hamilton, and even in Jefferson, 
there may be detected curious bits of family like- 
ness to typical Americans of our own day. 

Robert Morris, ** Superintendent of Finance " 
to the Confederation, were he to come to life 
again, would find a natural and congenial place 
among the leaders of Wall Street. It demands 
little effort of imagination to picture Dr Franklin 
as chairman of a modern Committee of Ways 
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and Means. Alexander Hamilton, the organiser 
of the Treasury, might walk into the Treasury 
building to-day and see methods still in opera- 
tion which he devised at the end of the eighteenth 
century. For Gallatin, who was Jefferson's first 
Secretary of the Treasury in 1800, and Gage, 
the most resolute opponent of paper money, and 
all the early Finance Ministers, living counter- 
parts might easily be found. 

And one general characteristic on which 
American finance prides itself to-day — its rapid 
development — was already evident in those 
days. At the Declaration of Independence in 
1776 the Americans had neither financiers, nor 
financial resources, nor financial machinery. In 
the most literal sense they might have said, with 
a distinguished English statesman, that ''they 
were perfect children in those matters." They 
would have been as little at home at the 
Treasury as was Lord Bute himself, of whom 
it is recorded in the Grenville Papers that he 
made the following confession to a friend of his 
unfitness for that uncongenial office. The King, 
he said, 

had urged him and compelled him to take first the seals 
of Secretary of State, and afterwards to come to the head 
of the Treasury : that he had been heartily tired of the 
first, and was now still more weary of the second, not 
knowing the language he was to hold or the manner of 
dealing with the monied people and the merchants. 

The foundations of American finance may be 
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said to have been laid in three stages, each of 
which is s)mibolised by a typical American. The 
first stage was that of the Continental Congress, 
which steered the revolution through its first five 
critical years — 1776 to I78i, Its historical repre- 
sentative was Franklin, who, though no financier, 
had in spite of himself to take an active part in 
its financial measures both at home and abroad. 
The second stage was that of the Confederation 
Congress, so-called, which came into existence 
with the Articles of Confederation in 1781, and 
was superseded in 1789 by the first Constitutional 
Congress. At this point a completely organised 
and equipped republic takes the place of the 
previous makeshifts. 

For the representative financier of the inter- 
mediate period, Robert Morris is entitled to be 
selected. Though not a prominent politician like 
Franklin or a statesman like Hamilton, he was in 
his way a greater financial power than either of 
them. They were theorists, while he was a man 
of business. He handled money while they wrote 
about it. As to the man who best symbolises the 
third and last stage there can be no question. 
Alexander Hamilton's title to that distinction can 
never be challenged. He, more than any other 
leader of the revolution, has impressed himself on 
its economic and financial side. His share of the 
foundation -laying was more skilfully, resolutely, 
and successfully performed than any other, next 
to Washington's own. 
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Taking these three founders of American finance 
in their historical order^ we begin with Franklin. 
The most notable £sict in his financial record as 
a member of the Continental Congress is his tacit 
support of the original issue of credit notes, which 
ultimately became the greatest monetary rubbish 
the world has ever seen. What survived of it 
when Hamilton produced his funding scheme of 
1790 was contemptuously offered one dollar of 
new six per cent bonds in exchange for every 
hundred dollars of paper. It may be said in 
Franklin's excuse that as a New Englander he 
had been brought up on paper money, and had 
carried on business with it for many years with- 
out experiencing any serious accident or incon- 
venience. But he was not a soft-money man in 
principle. He preferred hard dollars to soft ones 
when they could be got; and he drew the line 
at legal tender. If he spoke as strongly against 
that in Congress as he wrote against it in his 
later correspondence, he must have helped greatly 
to stave it off. 

This much should be further noted in Franklin's 
justification, that after the first issue of credit 
notes he saw the danger of their being carried 
to excess, and raised an alarm. While he re- 
mained in Congress he earnestly preached cau- 
tion, and at every new issue he advocated the 
adoption of safeguards. Among others he recom- 
mended that the notes should bear interest, and 
that definite provision should be made for their 
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redemption. This had been part of the original 
scheme, but when the time came to begin re- 
deeming it was ignored. Writing from France in 
1779 ^o ^ friend at home, Franklin thus explains 
his action in Congress as to the credit notes : — 

The depreciation of our paper money must, as you 
observe, greatly affect salary men, widows, and orphans. 
Methinks this evil deserves the attention of the several 
legislatures, and ought if possible to be remedied by 
some equitable law, particularly adapted to their ca- 
cumstances. I took all the pains I could in Congress 
to prevent the depreciation, by proposing, first, that the 
bills should bear interest. This was rejected, and they 
were struck as you see them. Secondly, after the first 
emission, I proposed that we should stop, strike no 
more, but borrow on interest for those we had issued. 
This was not then approved of, and more bills were 
issued. When from the too great quantity they began 
to depreciate, we began to borrow on interest, and I pro- 
posec^ in order to fix the value of the principal, that the 
interest should be promised in hard dollars. This was 
objected to as impracticable, but I still continue of 
opinion that by sending out cargoes to purchase it we 
might have brought in money sufficient for that purpose 
as we brought in powder, &c. ; and that though the 
attempt might have been attended with a disadvantage, 
the loss would have been a less mischief than any meas- 
ure attending the discredit of the bills, which threatens 
to take out of our hands the great instrument of our 
defences. The Congress did at last come into the pro- 
posal of paying the interest in real money. But when 
the whole mass of the currency was under way in de- 
preciation, the momentum of its descent was too great 
to be stopped by a power that might at first have been 
sufficient to prevent the beginning of the motion. The 
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only remedy now seems to be a diminution of the 
quantity by a vigorous taxation of great nominal sums 
which the people are more able to pay in proportion 
to the quantity and diminished value; and the only 
consolation under the evil is that the public debt is 
proportionably diminished with the depreciation, and 
this by a kind of imperceptible tax, — every one having 
paid a part of it on the fall of value that took place 
between the receiving and pa]ring such sums as passed 
through his hands. For it should always be remem- 
bered that the original intention was to sink the bills by 
taxes which would as effectually extinguish the debt as 
an actual redemption. — Franklin to Samuel Cooper, 
Passy, April 27, 1779. 

Treating the depreciation of Government paper 
money as an "imperceptible tax" is distinctly 
original. What have Dr Franklin's successors 
in that line been thinking of to overlook so 
shrewd an argument? Greenbacks appear in a 
quite new and respectable light when presented 
as an "imperceptible tax." The Doctor's cur- 
rency principles seem to have varied with the 
* course of events. When the war was not going 
well, he inclined toward conservative views like 
those indicated in the above extract. But when 
the war news was good, his estimate of the 
functions of paper money rose accordingly. In 
another letter to the same correspondent he 
speaks of the credit notes as a new talisman 
that had been discovered by the clever Americans 
for the discomfiture of the old country. When 
in this vein he wrote: — 
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The effect of paper currenqr is not imdentood on 
this side the water. And indeed the whole thing is 
a mystery, even to politicians : how we have been able 
to continue a war four years without money, and how 
we could pay with paper that had no prevkmsly fixed 
fund appropriated specifically to redeem it This 
currency, as we may manage it, is a wonderful machine. 
It performs its office when we issue it; it pays and 
clothes troops, and provides victuals and ammunition, 
and when we are obliged to issue excessive quantities 
it pays itself off by depreciation. 

It has been said that Franklin, even in his soft- 
money days, drew the line at legal tender. This 
applies, apparently, to his whole career before 
as well as after the war. In the colonial as- 
semblies there was many a hard fight over legal 
tender notes, and he was consistently against 
them. During his first mission to England he 
occasionally refers to them in his correspondence, 
as, for instance, in the following extract of a 
letter written so early as 1767: — 

I am glad you have made trial of paper money not 
a legal tender. The quantity being small, may perhaps 
be kept in full credit notwithstanding ; and if that can 
be avoided, I am not for applying here again for a 
repeal of the restraining Act I am afraid an ill use 
will be made of it. The plan of our adversaries is to 
render assemblies in America useless, and to have a 
revenue independent of their grants for all the purposes 
of their defence, and of supporting governments among 
them. It is our interest to prevent this. And that 
they may not lay hold of our necessities for paper 
money to draw a revenue firom that article whenever 
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they grant us the liberty we want of making it a legal 
tender, I wish some other method may be fallen upon 
of supporting its credit — Franklin to Joseph Galloway, 
August 8, 1767. 

We may mention here, as an interesting his- 
torical fact, that the Americans, often as they 
were tempted to try legal tender paper, and 
near to it as they sometimes came, did not 
actually yield to the temptation till the green- 
back issue of 1862. Our last quotation from Dr 
Franklin shows him in one of his most sensible 
moods. His tersely expressed opinion that it 
is not abundance of currency but prudent use 
of it that makes wealth, is in the best style of 
Poor Richard: — 

I am inclined to think with you that the small sum 
you have issued to discharge the public debts only, will 
not be materially affected in its credit for want of the 
legal tender, considering especially the extreme want 
of money in the province. You appear to me to point 
out the true cause of the general distress, namely, the 
late luxurious mode of living, introduced by a too 
great plenty of cash. It is indeed amazing to con- 
sider that we had a sufficient quantity before the war ^ 
began, and that the war added immensely to it by the 
sums spent among us by the Crown, and the paper 
struck and issued in the province, and now in so few 
years all the money spent by the Crown is gone away 
and has carried with it all the gold and silver we had 
before, leaving us bare and empty, and at the same 
time more in debt to England than ever we were. 



* The war with France in Canada, 1758-63. 
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But I am inclined to think that the mere making oj mare 
money will not mend cur arcumstanas if we do not 
return to that industry and frugality which were the 
causes of our former prosperity. 

Finance was the weak point of the Continental 
Congress which guided the infant footsteps of 
the Republic, while it was still only an associa- 
tion of thirteen states, indifferently acquainted 
with each other, and not always on cordial terms. 
So conscious of this were the leading members, 
that they grasped at the desperate idea of getting 
a Finance Minister from England. Dr Price, 
the principal authority of the day on national 
debts, sinking funds, and kindred questions, was 
a friend of Franklin, and a warm supporter of 
the American cause. They sent him, through 
their envoys in Europe, a formal invitation ''to 
become a citizen of the United States, and assist 
in regulating the finances of the new Govern- 
ment, for which a generous requital should be 
paid." The Doctor, however, declined on vari- 
ous grounds — " first, that he was not sufficiently 
qualified; second, that he was too old; and 
third, that he was bound to England by too 
many ties." 

It was fortunate for the United States as well 
as for Dr Price that this quixotic proposal fell 
through. He was not at all the sort of man who 
would have served their purpose at that particular 
juncture. What the Continental Congress needed 
was a banker as well as a financier. It had no 
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money of its own to finance with. At the out- 
break of the revolution, the total amount of 
specie in the thirteen treasuries was variously 
estimated at from eight to ten million dollars. 
It had no fixed income, as the state governments 
would not for a long time grant it any separate 
power of taxation. Even its modest request for 
a 5 per cent ad valorem duty on imports was re- 
fused by one or two states, and failed in conse- 
quence. In the whole eight years of the war it 
was not able to levy much more than five and 
three-quarter million dollars in taxes. All the 
rest of the war expenditure had to be borrowed 
or conjured up by issues of paper money. 

Dr Price and his sinking fund tables would, we 
suspect, have been of little use to the Continental 
Congress in operations of that sort. They were 
much more in the line of Mr Robert Morris of 
Philadelphia, the prototjrpe of Steel Trust fin- 
ance. Like Dr Price, he too was an Englishman, 
his family having emigrated to Philadelphia when 
he was a boy of six years old. His successor, 
Alexander Hamilton, was also a British subject, 
having been born on the island of Nevis in the 
West Indies. Morris became a partner in one 
of the greatest shipping firms of that day— Willing 
and Morris — which traded all over the world. 
He had consequently a large stake in the dispute 
with the Home Government, but, as was natural 
for a man of his wealth and position, his first 
sympathies were on the side of legal authority. 
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It was not till the Boston massacre in March 
1770 that he threw in his lot with the " patriots." 
When the news of the massacre arrived at Phila- 
delphia he was presiding at a dinner of the 
St George Society — an association of English- 
bom Philadelphians. He at once joined the 
"Committee of Safety," and put all his great 
commercial inflnence and resources at the ser- 
vice of the revolution. He became banker and 
Commissary-General for the armies in the field* 
His ships carried colonial produce down to the 
West Indies, and brought back arms, ammunition, 
and medicines. The business was very profitable 
as well as patriotic. His prices could not, in the 
circumstances, be severely scrutinised ; and there 
may have been a certain amount of truth in the 
popular gossip of the day that his ships some- 
times cleared ,^12,000 on a voyage. The managers 
of the International Maritime Company might be 
glad if they could sometimes say as much for their 
15,000-ton steamers. 

Apparently it was also Robert Morris who took 
the first step in opening financial relations with 
France and Spain. The French Government 
had their eye on the revolt from the beginning, 
but as yet they had made no definite overture 
to the patriots. There had been for some time 
in Philadelphia " a lame elderly gentleman of a 
dignified and military bearing," who was known 
by the name of M. de Bonvouloir, — a very sug- 
gestive name, whether real or assumed. Morris 
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held mysterious meetings with this elderiy French- 
man, who encouraged the idea of sending an 
American agent to Versailles. One was sent 
accordingly — Silas Deane of Connecticut. The 
choice was not a happy one, but Congress was 
more fortunate in its later selections, which in- 
cluded Dr Franklin, John Adams, and John Jay. 

What would be called nowadays a very interest- 
ing 'Meal'* was arranged, Morris, no doubt, having 
the chief hand in it. American produce was to 
be shipped to French ports, Nantes in particular, 
and realised there. A supplementary part of the 
scheme was to obtain from the French Govern- 
ment liberal advances on these shipments. Dr 
Franklin was to negotiate them at Versailles, 
which he did most successfully, and the money 
was to reach the United States by underground 
channels, the most important of which was taken 
charge of by the king's own favourite, Beaumar- 
chais. Many ships sailed from Philadelphia and 
other American ports, but few of them reached 
France, The English cruisers which swarmed in 
the Atlantic were too active for them. Willing 
and Morris were said to have lost a hundred and 
forty ships in this precarious trade, so that their 
gains in the West Indies may have all vanished 
on the Atlantic. 

It is certain that at this critical stage of the 
war everybody, from General Washington to 
Morris himself, was in dire straits for money. 
Thanks to Franklin's importunity, a good deal 
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was squeezed out of the French Court, and an 
occasional loan was extracted from Dutch bankers, 
but most of that was required in Europe. Morris 
drew on Franklin without mercy, for he was being 
unmercifully drained himself. Congress, Wash- 
ington, Lee, and Lafayette were all at him by 
turns, begging and imploring for money. On 
the day after the battle of Trenton Washington 
wrote that he must have another fifty thousand 
dollars at once, as the Connecticut troops, whose 
time was expired, threatened to return home 
if they did not get the bounty of ten dollars 
per head which had been promised them for 
re-enlistment. 

Morris had just found ten thousand dollars 
to enable Congress to quit Philadelphia on the 
threatened entry of Lord Howe. He had literally 
to go out into the street to look for this additional 
fifty thousand, and Providence threw in his way 
a wealthy Quaker with whom he negotiated an 
advance "for a private purj)ose," He had to 
give his own note for it, as well as his word 
of honour. In sending the money to General 
Washington, he wrote: — 

I had long since parted with very considerable sums 
of hard money to Congress, and therefore must collect 
from others, which, as matters now stand, is no easy 
thing. I mean to borrow silver and promise pa3rment 
in gold, and will then collect the gold in the best manner 
I can. 

Mr Robert Morris was evidently at home in 
C 
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all branches of speculation. He also possessed 
in a very high degree the most essential qnalifica- 
tion for high finance — that of not being afiraid 
to take risks. In fact, he took them almost as 
freely and light-heartedly as any of the billion- 
aire brigade do now. Nor will the reader be 
surprised, perhaps, to learn that he came to 
utter grief in the end, but that was yet a long 
way off in his dramatic career. On the eve of 
the Declaration of Independence he was still the 
Maecenas or, should we say, the Pierpont Morgan, 
of the revolution? He was a member of the 
Continental Congress, and the hospitality he 
lavished on his fellow delegates doubtless en- 
hanced the influence which his business capacity 
entitled him to. 
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CHAPTER 11. 

ITS FOUNDERS (continued). 

To do Morris justice, he was more prudent 
and conservative as a Congressman than as a 
merchant prince. In the prolonged discussions 
on constitutional, military, and financial questions 
he was invariably on the solid side. He persist- 
ently opposed the many repudiation schemes 
introduced by the backwoods delegates. He in- 
sisted on public credit being maintained, for no 
one knew better than he did that the issue of 
the struggle depended on it. Rag-money, in its 
varied forms and disguises, he condemned both 
in Congress and in his own state legislature of 
Pennsylvania. The rag- money man, of course, 
insinuated that he preferred hard money because 
it paid him best. He was almost the only man 
who could find specie when it was urgently needed. 
We have seen how the fifty thousand dollars he 
sent to Washington after the battle of Trenton 
enabled the General to follow up his victory. A 
similar service rendered to him during the 
siege of Yorktown enabled him to maintain the 
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siege in face of great difficulties, and to end the 
war. 

Morris, though he strongly objected to Congress 
paper, was himself a very liberal manufacturer of 
commercial paper. This was almost unavoidable 
in the circumstances. To carry on his immense 
private business required a large volume of float- 
ing bills. With all these public loans to finance 
as well, he must have been continually drawing 
and discounting. It was said when the war closed 
that his name was on Government paper to the 
amount of nearly a million and a half of dollars. 
Congress could not settle with him, and even if 
it had been able, his accounts were in such a 
state of chaos that no accountant could straighten 
them out to be fit for presentation. They never 
were properly presented, much less settled, and 
whether he lost by the Government or the Gov- 
ernment by him, is a long-buried mystery. 

But Congress still had faith in him, for when 
the Board of Treasury was abolished in 1781 he 
was offered the position of Superintendent of 
Finance, with the proud title of Financier of the 
United States. Rather reluctantly he accepted 
it, as it involved his retirement firom business. 
With quixotic generosity he continued to endorse 
bills for Congress, and to make advances to the 
army. One of his first acts was to remit a 
considerable sum to General Washington. He 
organised the Bank of North America, the first 
of the three official banks which the i>olitical wild 
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cats killed one after the other. He himself sub- 
scribed ten thousand dollars of its capital, and 
was consequently one of the heaviest losers by it. 

Morris soon got the public finances into almost 
as great confusion as his own. He had undertaken 
too much, and after a few years of harassing and 
unsatisfactory labour, he gave it up in despair. 
But for the help of Alexander Hamilton, who took 
over the thankless office in 1789, he might not 
have been able to hold out as long as he did. 
The situation altogether was fast becoming im- 
possible. The Continental Congress had never 
been a government in any proper sense, and it 
was now merely a central committee which the 
state governments treated just as it suited them, 
or as the humour struck them. It made desperate 
appeals to them for funds, which they treated 
most callously. After the conclusion of peace 
they became more and more cavalier. Between 
1781 and 1786 requisitions were made on them 
for more than ten million dollars, to which they 
grudgingly responded with two and a half millions. 
Latterly they would not even furnish it with 
money enough to cover the interest on the for- 
eign debts it had been forced to' contract during 
the war. 

The Union has passed through many periods 
of peril: but the most perilous of all, not ex- 
cepting the secession crisis, was the interregnum 
between the final triumph of the revolution and 
the adoption of the constitution. From 1783 to 
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1789 was the parting of the ways for the infant 
republic. The issue trembled in the balance 
whether it was to become a nation or to remain 
a mere confederacy. In the latter case it would 
certainly have broken up, and perhaps at no very 
distant date. In one of the many conventions 
then held, a proposal was made, and seriously dis- 
cussedy that the states should group themselves 
in three republics. The champions of state rights 
held the key of the situation. Their position was 
impregnable both in law and in fact. They con- 
trolled the governments and the treasuries of 
their respective states. There was no reason 
except pure public spirit and a high ideal of the 
national future to induce them to surrender to 
Congress any of their local rights and privileges. 
The issue lay entirely between broad and 
narrow conceptions of the historical destiny of 
the Union. So far the narrow conceptions had 
prevailed. They had hampered the conduct of 
the war; they had kept the central government 
in a state of chronic bankruptcy ; they had wasted 
four or five years over the original articles of 
confederation; and the articles, when at last a 
majority of the states had been induced to accept 
them, were found to be utterly inadequate to hold 
the states together. The Federalists, who saw 
this defect most clearly, and also the seeds of 
future disruption which it contained, were the 
real statesmen of their day. The others were by 
comparison mere politicians and log-rollers. It 
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so happened the statesmen had also courage and 
resolution equal to their discernment. 

Never, indeed, had a small body of men sach 
an opportunity of rendering paramount service 
to their country and to political progress. The 
Federalists of 1783-87, who condemned the articles 
of confederation as falling far short of national 
unity, have had their statesmanship proved by 
the highest and most conclusive of all testa — 
historical experience. The United States, after 
a century and a quarter of conflict and contro- 
versy, is steadily realising their ideal. It is 
becoming the strong, united, and well organised 
nation they dreamed of. It stands firm and 
square on the constitution which they drafted 
for it, and after years of struggle prevailed on the 
states to adopt. If they had done nothing more 
than establish that constitution, it would place 
them next to George Washington himself as 
benefactors of their country. But they did much 
more. They laid the foundations of an economic 
policy that still survives. 

Here we have to do with the Federal statesmen 
of 1787 merely as financiers. They brought to 
bear on finance the same rare combination of 
qualities that enabled them to frame one of the 
best working constitutions now in existence, and 
to impose it almost by force on their countrymen 
at a time when its merits could be very imper- 
fectly appreciated. They reduced to order and 
solvency a chaos of public debts. They organ- 



40 Book I. — Its EvoltUion. 

ised a national treasury with all requisite acces- 
sories — a Control Department, an Audit Office, 
a Mint, &c. They placed the currency definitely 
on a metallic basis, and gradually redeemed the 
national credit from the scandals of the war 
period. They took stock of the resources of the 
country, and marked out the lines of development 
best suited to them. They broke down the tariff 
walls which the states were raising against each 
other, and replaced them by a national tariff 
which furnished a basis for commercial treaties 
with the principal states of Europe. 

Men talk nowadays of constructive statesman- 
ship, but if they wish to see it in actual operation 
they must go back to the first decade of Federal 
rule in the United States. Between April 1789, 
when Washington was inaugurated as first Presi- 
dent, and 1800, when Jefferson won the first 
victory of the anti- Federalists, more great organic 
measures were passed in the United States Con- 
gress than ever got through any other legislature 
in a similar period. The effect of them was 
speedily seen in the rapid progress which the 
country began to make in all branches of industry. 
The worst finance that ever existed disappeared 
as if by magic, and was replaced by a system 
which was at least sound in principle, if not 
immaculate in practice. And can much more be 
said for a good many of the financial systems 
that hold a front place in the commercial world 
to-day? Over a century ago, when specie pay- 
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ments were suspended in England, they were 

just coming into vogue in America. 

In the small band of America's first-born states- 
men who framed her economic policy, one man, 
Alexander Hamilton, rose head and shoulders 
above all the others. Among the leaders of the 
revolution he stands in our opinion close to 
Washington himself — his adored chief and inti- 
mate friend. Between these two there was per- 
haps more affinity and sympathy than between 
any of their colleagues* They were men of a 
very similar type, though so different in origin. 
It was hardly to be expected that the Virginia 
planter, by blood and breeding an aristocrat, 
could have much in common with a youth born 
in one of the smallest of the West India islands 
(Nevis)j and educated at a royal foundation school 
in New York. Nevertheless, they took to each 
other at their first meeting, and with one brief 
interruption continued to be fast friends to the 
end- 
Hamilton's parentage was in its way as good 
as Washington's own. The son of a Scottish 
officer and a Huguenot lady, he represented one 
of the best types of manhood that the old world 
had yet produced. In him a strong and flexible 
intellect was combined with high character, re- 
fined sentiment, and untiring energy. During 
his pubhc career he again and again undertook 
tasks that seemed hopeless, but he never let go 
until he had carried them through. The greatest 
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fight of his life — that for the Constitution— cost 
him three or four years of incessant labour, given 
without a grudge. He never desisted or despaired, 
however discouraging the outlook. And the 
foresight he exhibited has hardly a parallel in 
political history. But an3rthing in that way was 
possible to one who, while a boy at college, 
could sway public opinion by closely reasoned 
and forcibly expressed pamphlets; who distin- 
guished himself as an engineer officer before he 
was well out of his teens ; and who, while still 
a youth, was Washington's confidential aid-de- 
camp and private secretary. 

At the close of the war Hamilton launched into 
two careers, either of which might have taxed any 
ordinary man of his age. In 1782 he was elected 
to Congress, and a year later he joined the Bar 
of New York. His political career extended from 
1787 to 1795, when he finally retired. Of these 
thirteen momentous years the first half was spent 
in his great struggle for the Constitution, and the 
second half at the newly organised Treasury. He 
was, in fact, the first Secretary of the Treasury, 
and as such was a member of Washington's two 
administrations. It was Maddison who suggested, 
when the new Constitution was inaugurated in 
1789, that the executive, instead of being left as 
hitherto to boards and committees who had 
wofully muddled it, should be divided into regular 
ministries. Jefferson became the first Secretary 
of State, and Randolph the first Attorney-General, 



lis Pounders, 43 

while Ham lit on J as has been stated, undertook 
the most difficult department of all — finance. 

From the beginning of the war to the end of 
it, and all through the half-do^en years of anarchy 
and confusion which followed^ the cry that rose 
above all others was, "What is to be done with 
our heavy debt?" Morris, the ex-Superintendent 
of Finance, replied, '' There is one man in the 
United States who can tell you^ and that is 
Alexander Hamilton/* 

After his appointment Hamilton did not keep 
the country waiting long for an answer. In 1790, 
when he had been only a few months in office, he 
produced his funding scheme. It proposed to 
consolidate five different debts, — first, the foreign 
debt of about eleven millions sterling; second, 
the Loan Office obligations, which represented 
loans raised in the states through offices which 
had been opened for the purpose ; third, the 
arrears of army pay and pension commutations ; 
fourth, the debt of the '* Five Great Depart- 
ments," as they were called ; and lastly, the 
"Continental" notes — in other words, the 240 
to 260 million dollars of paper money that had 
been issued by the Continental Congress lately 
deceased. 

American organisers of the present day ought 
to regard with filial respect and admiration this 
oldest and most brilliant achievement in their 
line of business. A seventy- million -dollar job 
may seem a mere flea-bite to them, but let them. 
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please, remember that in 1790 there were no under- 
writing syndicates, no market-making pools, and 
very few banks. Sp)ecie was so scarce that it 
required a special effort to raise a trifle of five 
hundred guineas for the Government in a sudden 
emergency. But apart from pooling and under- 
writing, all the other interesting features of a 
big financial deal were present. The speculative 
interest with which Hamilton's plan was awaited 
assumed many curious forms. Though cows were 
still pasturing in Wall Street or near it, a strong 
Wall Street spirit was already abroad among 
the people. In a sober Pilgrim Father fashion 
they *• took chances " occasionally on coming 
events; and Hamilton's report, while in prepar- 
ation, gave them speculative opportunities that 
were irresistible. 

For months before it came out all the thirteen 
states were gambling upon it. They discounted 
every good or bad point there was likely to be 
in it. All the possible ways of settling questions 
of depreciation, arrears of interest, special liens, 
and other contingencies were anticipated before- 
hand. Would they be dealt with liberally or the 
reverse? Interest-bearing bonds, would they be 
converted at their face value, or at their latest 
market price, or at their actual cost to the 
holder? They might be paid in full — though 
few holders dared to expect such good fortune; 
or they might be scaled down on some arbitrary 
principle ; or some might be treated favour- 
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ably and others unfavourably. But the universal 
opinion was that in any event they might all be 
a purchase. A tremendous demand sprang up 
for them accordingly, and thus arose the first 
great American boom. 

The germs of various other Wall Street 
mysteries are to be detected in Hamilton's fund- 
ing scheme. It may be readily believed that he 
did not get it through Congress without difficulty. 
It called for some clever log-rolling, and even in 
the Cabinet it had to be made the subject of a 
"dicker" with Jefferson, Hamilton's lifelong rival. 
This deal had a sequel which renders it one of 
the most notable events in American history. 
Hamilton, wishing to make a clean start, pro- 
posed that the Federal Government should take 
over the debts of the states and fund them along 
with its own. But the Southern States objected, 
on the very reasonable ground that the Northern 
States would benefit disproportionately by this 
arrangement, as their debts were much larger 
than those of the South. 

Hamilton found a way out of this difficulty. 
Jefferson and the other Southern members of 
Congress had set their hearts on securing the 
as yet unselected site of the national capital. 
They were determined that it should not be in 
the North, though Congress was then actually 
sitting at New York and was to sit next year 
at Philadelphia. They proposed to cut a comer 
out of Virginia and Maryland on the Potomac 
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River, and have Congress located there in a ter- 
ritory of its own. By swopping votes with them 
Hamilton carried his scheme. Eventually the 
Southern States turned in about as much debt 
taken over as the Northern States did. The re- 
spective amounts were about nine million dollars 
each, and the total was 118,271,786. The South 
had, therefore, much the best of the "dicker" 
over the Capitol. 

Hamilton showed sound judgment in dealing 
literally with the whole of the debt. He was 
probably the only man at that time capable of 
rising above the huckstering skinflint spirit in 
which the public creditors had hitherto been 
treated. He knew that it would pay in the end 
to put the bond-holders in good-humour, and to 
keep on friendly terms with them. Very few 
years had passed before his policy was signally 
justified. Half a century later the Pennsylvania 
and other state governments, which for a com- 
parative trifle allowed themselves to be branded 
as repudiators, would never have committed such 
a financial folly if they had had an Alexander 
Hamilton among them. The combined amount 
of the Federal and the state debts funded in 
1790 was very nearly as great as the aggregate 
state debts of the repudiation period. Relatively 
to the resources of the debtor they were fifty 
times as great, but Hamilton persuaded the 
Congress of 1790 to shoulder them manfully. 
His victory over the motley crowd of repudiators, 
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" bond-clippers/* and " soft-money " men was the 
crowning achievement of his life. 

The funded bonds of 1790 became, as Hamilton 
anticipated, not only sound domestic securities 
but international securities also. When they 
first crossed the Atlantic cannot be accurately 
determined, but in 181 1 we find them officially 
quoted on the London Stock Exchange. Two 
difiierent issues are named — Old Six per Cents 
and Three per Cents. It is interesting to be 
able to identify them both in Hamilton's fund- 
ing scheme. The original debts, with arrears of 
interest, were as follows: — 

United States Debt Funded in 178a 



Foreign loans and accrued 
Domestic loans . 
Accrued interest 
Floating debt 
State debts assumed . 



interest . |i 1,710,000 

27,383,000 

13,030,000 

2,000,000 

18,272,000 

172,395,000 



For the principal of the foreign and domestic 
loans Hamilton proposed to offer two certifi- 
cates, — one for two -thirds of the amount, to 
carry interest at 6 per cent firom date of issue, 
and one for the remaining third, not to carry in- 
terest till 1800. The arrears of interest on both 
debts were to be funded in Three per Cents. The 
basis of conversion for the state debts was — one 
certificate for four-ninths of the subscribed sum. 
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bearing interest at 6 per cent from date of issue ; 
one for two-ninths, at 6 per cent from 1800 ; and 
one for three -ninths, to bear interest at 3 per 
cent. All this seems complicated at first glance, 
and that judgment has often been passed on it 
since. But we have lived to see much more in- 
tricate schemes hailed as the perfection of multi- 
millionaire genius. Hamilton's device of deferred 
interest certificates has been frequently adopted 
by later financiers. The State of Virginia has 
such a bond running now. 

It is amusing to find in this pioneer funding 
scheme some ideas which are to-day counted 
among the latest improvements in high finance. 
Hamilton invested his new bonds with all the 
guarantees and special liens he could think of. 
Not only were the national revenues pledged for 
both interest and capital, but a supplementary 
charge was given on the proceeds of all land 
sales in the Western territory. The foreign debt 
was even further favoured by having a prior lien 
given to it. 

As a financial operation the funding loan of 
1790 was one of the most successful in the long 
history of American finance. For a parallel to 
it we have to come down to the funding loan of 
1870, three-quarters of a century later. From 
the moment that it was thrown open to the 
public it went through without a hitch. Within 
a year nearly 32 million dollars of new bonds had 
been subscribed, and by 1794 another 32 million 
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dollars had gone through. The only difficulty 
was to hunt up old certificates in order to send 
them in for conversion. Collectors scoured the 
remote settlements with waggon-loads of specie 
in order to buy them up. A Congressman who 
kept a diary notes in it, under date 15th January 
1790, that he cannot call at a single house but 
traces of speculation in certificates appear. One 
of his associates, Hawkins of North Carolina, had 
told him that on his way to the capital he passed 
two expresses with very large sums of money on 
their way to North Carolina for the purpose of 
buying up certificates. 

The exciting game of high finance will always 
be liable to fits of over-zeal even in the most 
civilised communities. The rush for a Japanese 
or a Russian loan in 1906 is the same kind of 
psychological fantasia that certificate-hunting was 
in North Carolina in 1790. The Americans may 
be none the less proud of having produced in the 
tenth year of the Republic such a skilful piece of 
high finance as Hamilton's funding plan. It will 
bear comparison with the latest manipulation of 
the multi-millionaires. 
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CHAPTER III. 

ITS GROUNDWORK. 

The groundwork of all national finance^ and 
indeed of civilised commerce, is legal money. 
Legal money presupposes the existence of a 
government qualified to create it. Organised 
government cannot be carried on without the 
help of a fiscal system and a treasury. In the 
same way private business requires for its proper 
development an organisation of banks and other 
monetary agencies. From these two sources arise 
public and private finance respectively. Each of 
them derives from its origin and early history the 
most essential part of its character. The ground- 
work of a financial system is therefore to be 
looked for in three fundamental conditions which 
will generally be found to have determined its char- 
acter. The first is the currency of the country ; 
the second, its fiscal machinery ; and the third, its 
banks. At a later stage the stock exchange with 
its many ramifications comes into play, but its 
influence may be best studied separately. 
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American money as a factor in the develop- 
ment of American finance has undergone so 
many erratic changes that in order to appre- 
ciate them thoroughly we have to trace them 
back to the infancy of the republic. Some 
writers go even farther back, and find in the 
monetary troubles of the colonial era the germs 
of various peculiarities in the American cur- 
rency of the nineteenth century. Dewey, in his 
* Financial History of the United States/ frankly 
admits that '^ it has its roots in the methods, ex- 
periences, and political philosophy of the thirteen 
colonies." The description he gives of these 
might be applied with almost equal truth to later 
periods of American history. It shows both the 
monetary and the fiscal systems of the country 
gradually shaping themselves out of chaos. 

The colonies [says Dewey] were established at differ- 
ent times and under different impulses, and it is conse- 
quently natural that they should have tried a variety of 
revenue measures, for the most part crude and yet on 
the whole not badly adapted to new and raw conditions 
of material life. Rarely, except in time of war, were the 
demands upon the colonial treasuries burdensome or ex- 
cessive, and the adjustment of revenue to expenditure or 
of expenditure to revenue was easily made. Most of the 
colonies fell into the error of too abundant issues of 
paper money, — at first to meet special strains, and later, 
in many instances, to discharge ordinary obligations 
which should have been met by taxation. But this 
error was fostered by the argument that the community 
needed a greater supply of money both as loanable 
capital and as a medium of exchange, — an argument 
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entirely distinct from budgetary requirements. With 
the revolt against England in the latter part of the 
eighteenth century there arose the necessity of some 
national system of finance to meet expenditures under- 
taken in a common cause, particularly in the support of 
the army. A national system had to be created not 
only out of the varied and crude financial experiences 
of the thirteen colonies, but also in a time of political 
confusion, when there was little time for inquiry, de- 
liberation, and careful maturing of plans. Financial 
disaster was the result 

Professor Dewey's view of the financial condi- 
tion of the thirteen colonies, and of the power- 
ful influence it exercised on the financial develop- 
ment of the Republic, is exactly what might have 
been looked for from a discerning, impartial econ- 
omist. Its interest is, moreover, much enhanced 
by its being the calm judgment of an American 
writer, formed at a distance of nearly a century 
and a half firom the events themselves as well as 
from the bitter jealousies they excited. Only one 
element in the case he has overlooked, and that 
is the share of the colonial banks in producing 
the financial troubles of the period. It was very 
considerable, and as such it cannot be ignored 
in any analysis of the determining causes which 
have made American finance what it is to-day. 

Our three special factors in the making of 
financial history — currency, fiscal policy, and 
banking — were all in vigorous action during the 
colonial period. They were also in close contact 
with each other, — much closer than they have 
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usually been in European countries. Sometimes 
they worked together, but quite as often they 
worked against each other. At this distance of 
time the details of their rivalries and contro- 
versies have ceased to be important, but their 
activity and their close association are two car- 
dinal facts to be kept continually before us. 
They will always keep themselves before us in 
the later history of American finance. They run 
through it from the birth of the Continental Con- 
gress down to the latest movement in favour of 
currency and banking reform. On all great ques- 
tions of finance, the treasury, the currency, and 
the banks seem to be bound together in the grip 
of a Laocoon. One cannot move without disturb- 
ing both the others. In every financial crisis the 
treasury, the currency, and the banks appear to- 
gether either as fiiends or rivals. 

In the very dawn of American history we find 
confirmation of the maxim that the currency of 
a country is one of the readiest keys to its finance. 
It was not only the key but the mainspring of 
New England finance during the colonial period. 
And in each succeeding period we find the essen- 
tial connection between the two growing more 
and more active. The history of the one is the 
history of the other, looked at from a different 
point of view. In their development they over- 
lap and get interwoven with each other, some- 
times too closely. If the monetary system of a 
nation be simple, stable, and self-consistent, not 
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only its finance but its commerce and its general 
industry have a fair chance to be the same. On 
the other hand, where it is erratic, unstable, and 
unreliable, they can hardly escape from its un- 
settling effects. 

Money as a rule derives its character primarily 
from the work it has to do, but with that may 
be associated a number of secondary influences. 
Politics may be a powerful agent in the process, 
and nowhere has this been better illustrated than 
in the United States. Physical and territorial 
conditions may also have a marked effect. A 
scattered community such as the Americans were 
in the infancy of the Republic requires a larger 
average per head of circulating medium than one 
more condensed. Then, again, the form of govern- 
ment may have much to do with the volume of 
currency required in a given case. It is invari- 
ably smaller in proportion to population and 
extent of trade under a constitutional monarchy 
than under a republic. 

Modern sovereigns have learned from the ex- 
perience of their predecessors that it is wise to 
leave the currency severely alone. If they were 
tempted to meddle with it, the other estates of 
the realm would in most cases be strong enough 
to prevent them. But in a republic, where the 
people are their own masters, they can experi- 
ment at will on the various parts of the political 
machinery. They may pick the tariff to pieces 
one day and change the monetary standard the 
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next. The republics of the present day have 
almost without exception supplied themselves 
lavishly with both metallic and paper money. 
To say that American currency is on a repub- 
lican scale is to indicate that it is superabundant. 
Granted that the work it has to do is also iax 
above the average^ still it appears to be greatly 
in excess of actual requirements. Moreover, the 
excess is continually growing. 

The effects of a lavish currency on the com- 
merce and finance of a nation must of course 
differ widely from those of a stinted currency. 
We are not considering at present which is the 
better condition of the two. All that concerns 
us here is their relative results. It is perfectly 
natural that a plethora of money should stimu- 
late trade and encourage financial enterprise more 
than a bare sufficiency would do. It is no less 
natural that an active enterprising people should 
be more anxious to maintain an ample supply of 
money than a sleepy conservative people might 
be. The two conditions generally occur together. 
A copious currency and exceptional enterprise 
often coincide. They certainly do in the United 
States. 

Among the determining conditions of American 
finance the first place must be given to chronic 
excess of currency. Its unfortunate tendency is 
to drive capital into artificial channels, and to 
encourage accumulations of it where it can be 
least profitably employed. Nor is there any 
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definite limit to such accumulations. So long as 
new national banks can be organised, the volume 
of national bank-notes can be steadily increased. 
Every time the people ask for more silver dollars 
the Treasury must supply them. When they 
send in gold it must give them in exchange gold 
certificates of full mint value. All these opera- 
tions may be carried on indefinitely, and while 
they continue there will be no limit to the flood 
of money let loose : nor will there be a conceiv- 
able limit to its superabundance and consequent 
cheapness. Given a fair prospect of cheap money 
for a year or two ahead, there are few other risks 
that speculators will not cheerfully face. Nothing 
will be too gigantic for them to undertake. The 
financing of billion-dollar trusts becomes an ordin- 
ary incident in their feverish lives. 

So much for currency as a moulding and con- 
trolling influence on American finance. The next 
in order to be examined is the fiscal system. 
No one will venture to suggest that the fiscal 
authorities in the United States, among whom 
must be included the Executive, both houses of 
Congress, the Treasury, and the State Legislatures, 
have not all done their full share in producing the 
present financial situation. Politicians of all sorts 
and shades have contributed their mite to the 
wonderful complication. War as well as peace 
has had a voice in it. No less than three times 
has the financial power of the Union been strained 
to the utmost by military expenditure for which 
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It was utterly unprepared. It fought for inde- 
pendence literally with empty pockets. Its first 
war bills were paid with 250 million dollars of 
paper money, which, when it had done its work, 
disappeared. Hardly a single specimen of it now 
exists, even in museums. 

Its second war, that of 1812, had also to be 
fought chiefly with paper money. As in 1775, 
the Treasury was empty, gold and silver were 
seldom seen, and public credit was at zero. The 
Government had many clamorous creditors, and 
very little revenue coming in to pay them with. 
There were few capitalists with spare cash to in- 
vest in the Six per cent Bonds, which were offered 
in vain at the Treasury. The Government were 
at last driven to the desperate expedient of re- 
viving an old colonial form of borrowing. In 
1812 Secretary Gallatin proposed to issue Treasury 
notes, partly to eke out the bond subscription, 
and partly to give the public a choice of securi- 
ties. They were to run for one year, to carry in- 
terest at the rate of a cent and a half per day 
for every hundred dollars, "to be receivable in 
payment of all duties, taxes, or debts due to the 
United States," and to be convertible into Six 
per cent Bonds. 

The reader should take special note of this 
remarkable document, both for its own sake and 
for the important part it played in the subsequent 
history of the United States. It is interesting 
and significant on many grounds — first, as a 
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reversion to the colonial finance described by 
Professor Dewey ; second, as an example of the 
emergency devices to which the United States 
Government had so often to resort in its early 
difl&culties ; third, as a direct intervention of the 
state in the business affairs of the country; 
fourth, as an illustration of the close connection 
which existed then, and has existed ever since, 
between the fiscal policy of the United States 
and its currency and banking; fifth, as a proto- 
type of the crude finance which reappeared 
fifty years later at the outset of the Civil War. 

It is a strange historical coincidence that in 
1861 Mr Lincoln's Cabinet underwent exactly the 
same experience as their predecessors had done in 
1812. They found in the Treasury hardly enough 
money to pay the salaries of the members of Con- 
gress. Small loans had recently been raised at 
12 per cent for current expenses. Specie had 
almost disappeared from circulation, and the 
small amount of it left was jealously guarded 
by the banks. It also speaks badly for the 
financial ingenuity of the Lincoln Cabinet, that 
they could not think of any better methods 
of borrowing than the desperate devices of 
1812. Several of these, more particularly the 
Treasury note above described, were closely 
copied by Secretary Chase in his earliest loan 
operations. 

The loan operations of 1812 and 1861 will be 
more minutely described and compared in a later 
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chapter.* They are referred to here only to show 
what an important foctor the fiscal policy of the 
United States has been in its finance, both public 
and private. They also indicate how closely 
interwoven it has been with the other cardinal 
factors in the case — namely, currency and bank- 
ing. Nowhere have public and private finance 
acted and reacted on each other so powerfully 
as in American history. Nowhere do they stand 
so close together, or so firequently come into 
collision. But it is not all jarring between them, 
for there are memorable instances of their having 
helped each other. If, on the one hand, political 
exigencies called for the creation of an independ- 
ent Treasury, on the other hand the independ- 
ent Treasury has had its effect on politics. Both 
in turn have had a distinct influence on finance. 

The mere fact of Government initiative having 
been so strong in financial affairs distinguishes 
the United States widely from European states. 
In England we find such initiative at a minimum. 
Our Parliament shirks the simplest of fiscal or 
financial problems which the United States Con- 
gress would revel in. The French Government 
has rather more financial courage than ours, and 
the German has a little more than the French, 
but for a bold business-like course commend us 
always to President Roosevelt. Powerful as per- 
sonal initiative may be in finance, public initiative 
like his is a far stronger factor. In all great 

* See chap, xl, ** Ite Banking Treasury." 
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financial movements the American Executive will 
be found taking an active as well as an influential 
part. Congress, the Treasury, the State Legis- 
latures, and political bosses have shared with 
bankers and other practical men the responsi- 
bility of financing the Republic. How great a 
responsibility it was few of them realised at 
the time, but they were always ready to learn, 
and experience was never thrown away on them. 

Of course many mistakes and also a few scandals 
resulted from a too promiscuous mixing up of 
politics and finance. Well-deserved reproaches 
may be launched at the stump politicians and 
wild-cat financiers who, in their haste to develop 
the vast resources of the Republic, plunged a 
large part of it into bankruptcy and repudiation. 
That was undoubtedly a trying episode, and while 
the evil memory of it lasted it was a strong argu- 
ment against fiscal influence in finance. Now, 
however, the pendulum seems to be swinging 
back toward the opposite extreme, and fiscal 
control is at a premium. 

The third and last of the special factors which 
have laid the groundwork of American finance 
is banking. The banks of the United States have 
had such a chequered history that their relations, 
with the Government on one hand and with the 
public on the other, have of necessity varied 
greatly. At one time friendly, at another hostile 
and sometimes neutral, they have always been an 
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uncertain influence. The latent jealousy which 
stiU prevails between the Treasury and the banks, 
breaking out now and then into active friction, 
is a faint survival of ancient feuds which in 
their day were both acute and bitter. 

Even in the days of colonial legislation bank 
charters were the most fiercely contested of politi- 
cal issues. The General Councils of Massachusetts 
and Pennsylvania were more divided over them 
than on any other public question. The colonial 
governments competed with societies and private 
individuals in the banking business. Loan banks, 
land banks, and silver banks tried their fortunes 
one after the other, but generally with poor re- 
sults. Very few of them survived at the close 
of the colonial rigime, and they left so indifler- 
ent a reputation behind them that neither the 
Continental Congress nor the Federal Congress 
which succeeded it showed any great partiality 
toward banks. They were a vexed question 
among the framers of the constitution. They 
gave rise to violent debates during the organisa- 
tion of the public service in the critical years, 
1789-91. 

During the first two decades of the Republic, 
the bank and anti-bank factions in Congress 
were more virulent toward each other than the 
Whigs and Tories. After a quarter of a century 
of comparative peace the feud broke out again 
in President Jackson's administration, and a 
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"bank war" raged for several years. Banking 
discussions are conducted with so much dignity 
and propriety nowadays, that it is almost impos- 
sible for us to conceive of such a subject having 
provoked Homeric contests all over the country. 
Orators like Daniel Webster and Calhoun thun- 
dered against each other over it in Congress. 
Every state legislature was divided against itself 
upon it. Chambers of commerce discussed it 
again and again without being able to reach an 
agreement. It introduced discord into churches 
and chapels. It caused strife in families, and 
broke up public meetings in disorder. It was 
the main issue of many elections, and at least 
one presidential campaign was decided by it. In 
1832 anti-banking was as fierce a war-cry as anti- 
slavery became in i860. 

After President Jackson's Pyrrhic victory over 
the Bank of the United States in 1833, the 
Treasury and the banks assumed an attitude of 
armed neutrality toward each other. This lasted 
till the outbreak of the Civil War, when in the 
most public-spirited manner the associated banks 
of New York, Boston, and Philadelphia volun- 
teered their united assistance to the Treasury 
for raising war loans. It would have been well 
if Mr Chase had made fuller use of the help they 
volunteered, especially if he had given their 
financial proposals a more complete trial. As 
the war proceeded, and his financial difficulties 
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increased, he had to accept more of their as- 
sistance and advice. In the end a compromise 
was arranged, out of which arose a new order 
of national banks. These, though not of much 
account to begin with, have multiplied and 
strengthened till they now justify their title. 
They have become a prominent and, so far, 
indispensable link in the financial system of the 
United States. They stand between the Exec- 
utive on one hand and the public on the other, 
not only serving both, but exercising no small 
influence over them on economic and financial 
questions. 

The banks of the United States, whether 
friendly, hostile, or neutral in their relations 
with the Government, have had a large share 
in every successive stage of the evolution of 
American finance. They had never more in- 
fluence on it than at the present time, nor was 
there ever greater need to consider seriously how 
that influence is exercised. Strange to say, public 
opinion is still almost as much divided on bank- 
ing questions as it was half a century ago. The 
differences may be of another kind, — instead of 
being mainly legal and political, they may be 
more technical, but they are no less important. 
It is also true that they are discussed in a very 
different spirit to that of President Jackson's day. 
Political passions have died out, and popular 
prejudices have been allayed. Other complica- 
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tions, however, survive, and it is still difl&cult to 
get at the real issue in any banking discussion. 

Here we may conclude our general review of 
the three fundamental forces in American finance, 
— currency, fiscal policy, and banking. Detailed 
criticism of them may be left to a later stage, 
but meanwhile they have to be considered fi:om 
another point of view. Hitherto we have studied 
them separately, — a condition in which they are 
never to be found in real life. They have still 
to be seen in combination, which is their prac- 
tical form. Currency, fiscal policy, and banking 
are always more or less mixed up together, 
and their combined, not their separate effects, 
are what determines the character of national 
finance. 

When we add up the three fundamental forces 
we obtain an aggregate financial power that would 
be overwhelming if it were all perfectly sound and 
genuine. On the 30th June 1905, the money 
in circulation in the United States was ofl&cially 
reported at 2588 million dollars. The net cash 
balance in the Treasury — setting aside gold and 
silver held against outstanding certificates — was 
295 million dollars, making 2883 million dollars 
of currency, paper and metallic. On the same 
date the " banking power " of the United States 
was ofl&cially estimated on the basis of returns 
obtained firom national, state, private, and savings 
banks, trust and loan companies, and all other 
institutions having any claim to be recognised 
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as banks, at the enormous total of 16,918 million 
dollars, or 3384 millions sterling. Thus we have 
as the basis of American finance — 

Money in circulation .... (3,583,000^000 
Net cash balance in Treasury . . . 395/xx>,ooo 

Banking resources i6,9i8,ooo/xx> 

Grand total 919,801,000^000 

Equal to three thousand nine hundred and sixfy 
millions sterling. 

Europe can furnish no standard of comparison 
with stupendous totals like the^. They not only 
eclipse every individual state in the old world, 
Great Britain included, but the whole of these 
states together are not much ahead of them. 
The growth of banking power is also much 
faster in the United States than anywhere else. 
On this point the Comptroller of the Currency 
says — 

From the latest and most reliable data, the bank- 
ing power of foreign countries has been estimated at 
$19,781,000,000, thus making the aggregate banking 
power of the world approximately $33,608,000,000. 
The world's banking power in 1890, as estimated by 
Mr Mulhall, was $15,985,000,000, the United States 
being credited by him with something less than one- 
third of that amount. The present estimate, compared 
with Mulhall's, shows that the banking power of the 
United States has been increased since that date by 
$8676,000,000, or 1 68*47 P^r cent, and that of foreign 
countries by $8946,000,000, or 82*57 per cetit, the 

B 
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combined banking power of the world having increased 
since 1890 from $15,985,000,000 to $33,608,000,000, 
a total ratio of increase of 1 10*25 per cent. 

In cash resources the United States Treasury 
is quite as unique as the banks. No Government 
in Europe is in the happy position of carrying a 
net cash balance of nearly sixty millions sterling. 
The British Chancellor of the Exchequer is 
pleased when his bank balances can be kept 
at five or six millions, and then he has to shut 
his eyes to a floating debt of over seventy millions 
sterling, which, if taken into account, would leave 
him with a thumping deficit. 

But it is in currency that the United States 
leaves all competitors out of sight. All the gold, 
silver, and bank-notes circulating in the United 
Kingdom would be a mere grain added to the 
American heap. The latest Mint estimate of 
gold in circulation in the United Kingdom is 
63 >^ millions sterling, to which 36 >^ millions 
may be added for gold in bank reserves. A 
liberal estimate for our whole stock of gold will 
be a round 100 millions sterling. The stock of 
silver is generally supposed to be about 20 millions, 
and the average weekly circulation of bank-notes 
seldom greatly exceeds 40 millions. But of that 
modest amount, fully one -fourth is covered by 
gold held against it in the issuing banks. The 
"fixed" or uncovered issues are less than 30 
millions sterling. The grand total of gold, silver, 
and uncovered paper is thus about 150 millions 
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sterling as against the American 2883 million 
dollars, or 576 millions sterling I Excluding the 
net cash balance in the Treasury, the active cir- 
culation in the United States still exceeds 500 
miUions sterling. 

As regards banking power, only approximate 
comparisons can be drawn between the United 
Kingdom and the United States. There are 
many banking institutions in the States — trust 
companies, for example, which have no counter- 
part in this country. On the other hand, our 
banking resources are not like the American, 
chiefly domestic. They are cosmopolitan, do- 
mestic funds being largely supplemented from 
abroad. Moreover, our banking statistics are 
very meagre and incomplete beside the official 
returns collected from all quarters by the Ameri- 
can Comptroller of the Currency. The only item 
we can have much faith in is the resources of 
the joint stock and private banks of the United 
Kingdoms, which publish periodical reports. In 
round numbers they may be taken at 900 millions 
sterling, a flea-bite compared with the i6,gi8 
million dollars, or 3384 millions sterling of the 
American banks, trust companies, &c. 

For the present we give these gigantic figures 
without prejudice, and without comment. Criti- 
cism must be reserved for subsequent chapters, 
in which they can be carefully analysed and 
examined. The special object of marshalling 
them here is to present the reader with a bird's- 
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eye view of the immense financial power that 
lies behind them. But not unqualified and un- 
conditional power. On the contrary, it is power 
with many qualifications, defects, drawbacks, and 
dangers. If the currency were as efl&cient as it 
is abundant, if the banks were as well managed 
as they are numerous, and if the Treasury were 
as perfect in its methods as it is strong in re- 
sources, the millennium of American finance 
might be very near at hand. But if the Ameri- 
cans are still mere human beings, subject to 
human errors and human weaknesses, there may 
be quite as much to fear as to hope from this 
tremendous accumulation of financial power. 
While all goes well with it, its progress will 
continue to excite the envy of the world, but 
when a big screw gets loose in a machine of 
that sort, the smash will also be of world-wide 
interest. 



BOOK I -ITS EVOLUTION. 



CHAPTER IV. 

ITS "wild-cat" days. 

A FINANCIAL system starting from such a maze 
of discordant and conflicting ideas as surrounded 
the birth of the Republic could not fail to have 
an erratic growth. Anything else would in fact 
have been impossible for it. From the Declara- 
tion of Independence down to the present day, 
the United States has been in a condition of 
financial flux. It has passed through so many 
phases of financial faith, ranging from the severest 
orthodoxy to the most cynical Bryanism, that 
even native critics struggle in vain to keep track 
of them. It has plunged into so many fiscal, 
monetary, and banking experiments that there 
are few left for it to try. 

For this wild and stormy period of their 
financial history the Americans themselves have 
furnished some very appropriate descriptive titles. 
They speak of it as their " wild-cat " days, their 
"log-house" stage, their "cross-road banking" 
time. The most picturesque of all these nick- 
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names is the wild cat. It fits the whole round 
of financial gaucheries, which began with the 
" Continental Congress " in 1775, and ended, let 
us hope, with the repudiation scandals of 1839. 

They underwent many historical changes and 
modifications incidental to the growth of the 
country. First, there was the reign of the Con- 
tinental Congress, now remembered less for its 
heroic struggles in the field than for the avalanche 
of paper money that overwhelmed it ; next, the 
comparatively calm interval between the Con- 
stitutional Convention of 1789 and the war of 
1812; next, the growing time from 1812 to the 
Jackson administration which opened in 1829 ; 
lastly, the Jackson regime itself, which proved 
so disastrous to trade, banking, and all other 
financial interests of the Union. The interval 
between 1839 and 1861, when the greenback 
regime commenced, was a transition period with- 
out any very distinctive character. 

The ** wild-cat " days of American finance had, 
as will be shown in due course, a number of 
national peculiarities. They had also some curi- 
ous political ramifications. In most of them 
politics was a ruling and in many cases a 
dominant factor. More of the financial troubles 
of those days proceeded from Washington than 
from any other quarter. Congress and the state 
legislatures had the fortunes of the people in 
their hands. By their tariff, their currency, and 
their banking legislation they could create arti- 
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ficial prosperity or destroy it. No doubt they 
committed many errors and attempted some im- 
possibilities, but on one point they were always 
consistent — their craze for cheap money. 

There are perversely constituted countries which 
can have at the same time a glut of money and 
a famine. The Americans had that double ex* 
perience for several years after the collapse of 
their " Continental " currency. The fiaister it de- 
preciated the greater need there was for some 
new money to fill its place. The people had to 
find or manufacture substitutes for themselves. 
A veritable chaos of currencies was the result, 
glimpses of which often give quite an exciting in* 
terest to an otherwise dry subject. Here is a short 
one taken from a curious book, ' The History of 
the First National Bank of Chicago*: — 

The Continental Congress was baffled by the same 
problem : 242 million dollars of paper was issued in 
1779; in 178 1 it was worthless. Various remedies 
were suggested and tried without avail The success 
of the revolution itself was jeopardised, for salaries could 
not be paid, and soldiers were in open mutiny. After 
the close of hostilities relief was very slowly accorded, 
and for many years confusion prevailed. Some gold, 
more silver, and much paper thenceforth constituted 
the circulating medium of the new republic. "Con- 
tinental'' bills, pieces of eight, Spanish dollars, pro- 
vincial shillings of various values, British sixpences, 
French napoleons, Dutch florins, and German thalers, 
together with a miscellaneous assortment of "shin- 
plasters," "wild-cat" issues, "stump tails," and green- 
backs, were in active circulation or succeeded each 
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other. Every merchant was obliged to keep at hand 
a printed table showing the current value of each of 
these beautiful representatives of the precious metals. 

During the colonial period and in the early 
years of the Republic the Government issues of 
paper money were large enough to have left little 
room for any rival purveyor; nevertheless com- 
peting issues were frequently attempted by trad- 
ing associations, and even by private individuals. 
In fact, the mutual jealousy which still obtains 
between the United States Treasury and the 
banks may be said to have had its origin in 
their century-old competition in the paper money 
manufacturing business. Very soon the poli- 
ticians and the financiers of the revolution made 
paper money a political issue. It is not only one 
of the oldest but one of the most persistent issues 
in American politics. It has undergone the most 
Protean changes, and the form it presents to-day 
could not be recognised by those who fought over 
it fifty years ago, but in spirit it remains the 
same. The Treasury and the banks are always 
painfully conscious of each other's anomalies and 
defects. 

But scant encouragement as they received from 
the state, the banks persevered in the " wild-cat " 
money business until they got only too large a 
share of it. In their original form they were more 
land banks than commercial. Repeated attempts 
were made in the New England colonies, and 
especially in Massachusetts, to acclimatise the 
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latest banking hobbies of the old world. In 1701, 
and again in 17 14, a land mortgage bank was 
projected on Argentine lines. Every man's land 
was to be valued, and for the full valuation he 
was to have credit-bills issued to him bearing 5 
per cent interest. These he was to pay out for 
his current expenditure, and the ingenuous idea 
of the projectors was that once out they would 
remain in circulation indefinitely. On this sunken 
rock such paper money schemes have always 
come to grief. 

But the Provincial Council of Massachusetts 
was not yet ripe for ideal money. It threw out 
the scheme of 1701 and again that of 1714. The 
agitation, however, still went on, and in 1732 an 
epidemic of land mortgage banks commenced. 
One was started then in New London (Con- 
necticut), and in 1739 Massachusetts made a 
third trial. This time the General Court was 
favourable, but the Governor, acting perhaps 
under special instructions fi:om home, was ob- 
durate. The conflict between the legislature and 
the executive which ensued was a thoroughly 
characteristic episode of American monetary poli- 
tics. Boston would have its own way with bank- 
notes as well as with tea, and in the end had to 
pay dearly for it. The land bank-notes were 
poured out in such floods that in less than ten 
years they were worth only nine cents on the 
dollar. In 1748 jf iioo of them could be bought 
for ;f 100 in coin. 
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These land bank-notes helped materially to 
provoke the severe measures taken by the Home 
Government in 1751, when the colonies were 
positively forbidden to issue legal tender money 
of any kind. Indirectly, therefore, it had no 
small influence on the serious events which fol- 
lowed. It may seem late in the day to be dis- 
covering new causes for the revolt of the colonies, 
but this one is now frankly recognised by the 
Americans themselves. The book already quoted 
says that the imperial veto on legal tender issues 
"aroused the deepest ire on the part of the 
colonists, and it may truthfully be said that their 
devotion to this cause [paper money] was a potent 
factor in the movement toward revolution." ^ 

The founders of the Republic were well aware 
of the weak points of the colonial regime. Of 
these the two weakest were ignorant impatience 
of taxation and an incurable partiality for rag- 
money. Both these foibles spring from the same 
root It was because the colonists would not pay 
taxes that the Government had to pay its ex- 
penses with paper. The leaders of the revolution 
were more afraid of paper money than of any- 
thing else. They were specially afraid of the 
state governments falling into their old colonial 
habits of free issue. As a safeguard against that, 
which has fortunately proved successful, they in- 
serted a prohibitory clause in the Articles of Con- 
federation, and renewed it word for word in the 

^ History of the first National Bank of Chicago, p. il. 



Its '^Wild'Car Days. 75 

Federal Constitution. It expressly forbids any 
state '^ to emit bills of credit, pass any law violat- 
ing the obligation of contracts, or make anything 
but gold and silver a legal tender in the payment 
of debts." 

This shut out one formidable competitor in the 
paper money line, — the one that there was most 
reason to fear, inasmuch as the mischief it might 
have done was incalculable. Congress has had 
trouble enough to keep two sets of "bills of 
credit " — those of the Treasury and the banks — 
under control. If every state government had 
been free to add to the deluge, cedulas would 
have been a trifle to it. Most of the bad things 
in this world might have been worse, even " wild- 
cat " money. Through the constitutional veto on 
state issues, the Treasury and the banks secured 
the currency business to themselves. In the dis- 
charge of that important public trust both of 
them have committed serious errors. They have 
also at times indulged in strange vagaries and 
excesses. But after all let us be philosophic and 
admit that they might have gone farther. One 
redeeming point should certainly be put to their 
credit, — they were seldom bad at the same time, 
but took turns at it. 

During the first seventy years of the Republic 
the banks had almost a monopoly of the "soft 
money" trade. That they should abuse it was 
a practically inevitable result of the absurd con- 
ditions under which they had to be operated. 
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Every bank from the highest to the lowest had 
to be a political institution. The smallest of 
them was always more or less liable to the 
same fate that twice swept away the Bank of 
the United States. The worse banks they were 
from a business point of view the better they 
suited the politicians, and the more disastrous 
would be their collapse when they did go. They 
required, as a rule, very slight excuse for going. 
No possible degree of prosperity could keep 
them all solvent, but a comparatively slight 
commercial crisis shook them down like over- 
ripe fruit. Banks were consequently always 
unpopular in the Western states, and a remnant 
of the old prejudice against them lingers there 
still. As for bank-notes, they were tabooed and 
legislated against in the most vigorous terms. 
The original constitution of Ohio contained a 
provision for organising corporations, "except 
those with banking privileges, the creation of 
which is prohibited." By another clause any 
exercise of "the privileges of banking or creat- 
ing paper to circulate as money *' was forbidden, 
under the penalty of one year in the county jail 
and $1000 fine. 

These violent antipathies had a double origin — 
political and commercial. They would have been 
suflBciently justified by the scandalous history of 
the banks themselves ; but that might have died 
down had it been left alone. What the banks 
could not get over was the misfortune of having 
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been made^ almost from the foundation of the 
Republic, the stalking -hbrse of party politics. 
Money was one of the most burning questions 
of the day in the old world as well as in the 
new. The first Congress of the United States 
swarmed with currency faddists who out-Heroded 
the extreme views they had learned from their 
various oracles in Europe. Strange as it may 
sound in 1906, the Democrats were the original 
champions of sound money. Their idol, President 
Jefferson, was an uncompromising opponent both 
of paper money and of banks — two institutions 
which in those days were deemed inseparable. 

In the first Federal Congress banking and cur- 
rency excited the most vehement debates and 
gave the keenest edge to party strife. They 
were elevated into a great constitutional issue 
by the Jefiferson Democrats, who, oddly enough, 
first took the name of Republicans in order to 
distinguish themselves from the Federalists. 
They were rabid State Rights men, and pushed 
that view to what may now seem absurd lengths. 
The clause in the constitution forbidding the 
states to " emit bills of credit or make anything 
but gold and silver legal tender in payment of 
debts " they would have extended to the Federal 
Government itself. ''No banks and no paper 
money " was their cry. Jefferson's personal 
opposition to both is said to have been of ''the 
most determined character." He denounced 
banks " as parasitical institutions, and he seldom 
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let slip an opportunity of expressing his abhor- 
rence of their whole system of operations." The 
Bank of the United States was his special htit 
noire^ and in opposing its first charter he asserted 
some very high-flown political doctrines : — 

I consider [he said] the foundation of the constitution 
to be laid on this ground, that all powers not delegated 
to the United States by the constitution nor prohibited 
by it to the states are reserved to the states or the 
people. To take a single step beyond the boundaries 
thus specially drawn around the power of Congress is 
to take possession of a boundless field of power no 
longer susceptible of definition. The incorporation of 
a bank and other powers assumed by this bill have not, 
in my opinion, been del^ated to the United States by 
the constitution. 

There we have one of the earliest appearances 
of the doctrine of state rights which eighty years 
later came very near breaking up the Union. It 
would have been impossible for any financial 
institution to make headway against such a 
combination of political prejudice and personal 
hostility as both Banks of the United States en- 
countered. In 1811, when the question of renew- 
ing the original charter came before Congress, it 
was negatived in the House of Representatives 
by a majority of one, and in the Senate by the 
casting vote of the vice-president. The people 
themselves appear to have been about as equally 
divided as their representatives in Congress. 
This greatly aggravated the diflBculty and de- 
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layed its subsequent solution. It also furnishes 
a key to the confusion of opinion on currency and 
banking questions which has survived among the 
Americans almost down to our own time. 

Echoes of colonial and ^' Continental " mone- 
tary heresies are sometimes to be heard even in 
these da3rs. They were rampant in 181 1, and 
when the Americans plunged into their second 
war with the old country in 1812^ their financial 
condition was ahnost as desperate as it had been 
at the most critical period of the revolution. 
When the first Bank of the United States was 
killed by Congress there were about a hundred 
small local banks in existence. Their capital 
ranged from $50,000 up to $3,000,000, and nearly 
all of them issued notes. In the Eastern states 
they had to supply the greater part of the cur- 
rency, as there was very little coin even for 
small change. Twenty-five cent notes were 
common in Philadelphia. They were even con- 
sidered a great advance on the currency con- 
ditions of a few years before. In 1790 the Bank 
of North America — ^the first bank with a Federal 
charter — had issued penny notes, specimens of 
which are now jealously preserved in the cabinets 
of curio collectors. 

In those days note issuers did not stand on 
their dignity — not even in New England. Notes 
were produced of all sizes to suit every class of 
customers. In aristocratic states like Pennsyl- 
vania, Maryland, and Virginia, the line was 
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drawn at five dollars, but in democratic New 
York and Massachusetts the minimum was one 
dollar. Which was the most advantageous min- 
imum for banking purposes became afterwards a 
very fervid question among the banks themselves. 
New banks often tried to cut into the business of 
older ones by splitting notes. When the second 
Bank of the United States was launched it 
adopted a ten-doUar minimum, as being most con- 
sistent with its national prestige. But the efifect 
on its issues was disappointing. Its offers of easy 
discounts were readily accepted, and they soon 
ran up to over forty million dollars. With a pro- 
portionate amount of circulation it might have 
done well, but it could not keep more than ten 
million dollars of its notes out. This gave the 
state and private banks such an advantage over 
it, that in 1827 it pocketed its dignity and began 
to issue five-dollar notes. 

We have said that during the first seventy 
years of the Republic the banks had a virtual 
monopoly of the " soft money " trade. The con- 
verse is equally true that during these seventy 
years " soft money " had a monopoly of American 
banking. With very rare exceptions the banks 
lived on their note issues. They could not live 
on their capital because it was never large enough 
to keep them, even if it had been genuine instead 
of being fictitious, as the bulk of it generally was. 
If the stockholders paid the first call in hard cash 
or negotiable securities and gave their promis- 
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sory notes for the rest, that was considered ultra 
conservative banking. Very often favoured sub- 
scribers were allowed to put in promissory notes 
for the whole of their stock. In the best case 
the note issues formed the bulk of the working 
capital, and in the worst they were liabilities with- 
out assets. When a bank failed it was invariably 
the note-holders who lost most, as the subscribers 
had taken care not to risk much beyond their 
"I.O.U.'s." 

Judged by European standards these "wild- 
cat" banks were absurdly small, but small as 
they were they did an infinite amount of mischief. 
From 1812 down to the middle of the century 
they left a long trail of wreck and ruin behind 
them. At short intervals banking booms and 
banking panics succeeded each other. In 181 1 
there were 59 chartered banks with an aggregate 
capital of 52>^ million dollars. In the following 
three or four years 120 new banks were organised 
with an aggregate capital of 40 millions. The 
crisis of 1814 made an almost clean sweep of 
them, and of the older banks as well. While 
the original 59 had an average capital of nearly 
$900,000 the new ones averaged only one-third 
as much, or^$35o,ooo. It was not stock the pro- 
moters were after but note issues. The amount 
of their issues was always the best index to their 
business, and the violent fluctuations it under- 
went betrayed its speculative character. 

According to one account, the bank-note circu- 
F 
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lation rose from 52 J^ million dollars in 181 1 to 
62 millions in 1813 and to no millions in 1815, 
from which it relapsed to 45 millions in 1819. 
Gallatin's estimates are considerably lower than 
these, his maximum (1816) being only 68 million 
dollars. But even his figures indicate an abnor- 
mal supply of currency for such a community 
as the United States then was. The population 
all told was only 7>i millions, and the exports 
were valued at about 65 million dollars a-year. 
At the outbreak of the war of 1812 the Govern- 
ment had an available revenue of barely 12 million 
dollars a-year, and its peace establishment could 
not be reduced below 8 millions. It had conse- 
quently only 4 million dollars a-year of normal 
revenue to carry on the war with, and most of 
that was in " soft money," standing at a discount 
of from 10 to 15 per cent. 

In 1812 the United States Government had 
an awkward financial dilemma to face as well as 
a military one. Of the two the financial dilemma 
gave it the greater trouble, and left worse effects 
behind it. Extraordinary resources of some kind 
had to be found. The people were no more dis- 
posed to shoulder a load of war-taxes than their 
fathers had been in the War of Independence. 
They would fight, but they would not be taxed. 
Unlike their fathers, they would not give the 
Government a free hand to issue paper money. 
The general belief was that anything in the 
nature of greenbacks would be simply refused. 
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The banks — ^a new factor in the case since 1775 — 
held the field as purveyors of paper money. The 
Government having no hope of ousting them — 
though it did try more than once — ^found itself 
compelled to make the best use of them it could. 
It was the same dilemma, but in a much more 
acute form^ as that of Secretary Chase in 1861. 
Here there was no possibility of creating new 
banks to compete with the existing ones. The 
latter had to be taken as they were. 

The Government and the banks of 1812 hit on 
a compromise which secured to the latter their 
note issues, on the understanding that they were 
to be used as far as possible in the purchase of 
Treasury notes. The idea, no doubt, was that 
the notes were to be resold to the public, and 
fresh issues made as fast as the public would 
come for them. The operation was certainly 
less barbaric than flooding the country with 
"Continental" notes had been. On the other 
hand, it was much more cumbrous and disturb- 
ing to trade. It led to such a state of financial 
and commercial disorganisation as required years 
to overcome. The bubble burst in 1814, but as 
late as 182 1 legislative committees were still re- 
porting on the terrible distress it had spread 
through every state in the Union. 

The combination of 1812 between the Treasury 
and the banks was about the worst arrangement 
that could possibly have been devised. It im- 
posed on the Treasury a heavy debt, contracted 
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at spendthrift rates of interest. It misled the 
banks into note issues far beyond their power 
to maintain^ and equally beyond the real needs 
of honest business. But for the suspension of 
specie payments at the opening of the war, not 
one of them could have lived through it, and, 
as it was, few of them had that good fortune. 
The practical working of the arrangement de- 
veloped some humorous incidents. 

The Treasury, in order to create a demand for 
its notes, made them as attractive as it could. 
They were to carry interest at 5f per cent, to 
be repayable at the end of one year, and to be 
receivable for customs, duties, taxes, and public 
lands. The last privilege enabled them to return 
early and often to the Treasury. When the 
banks, which by the way had already lent the 
Government fully forty million dollars, showed 
no great eagerness to take the one -year notes, 
the Treasury threatened to retaliate by refusing 
bank-notes. It also intimated that its deposits 
would be confined to the banks which showed 
a proper appreciation of the Treasury scrip. 

The good banks which remembered that their 
first duty was to keep their assets liquid declined, 
in spite of all these threats, to lock themselves 
up with Treasury paper not immediately realis- 
able. But the less scrupulous banks were de- 
lighted to accommodate the Government, and 
readily exchanged their paper for that of the 
Treasury. The latter paid out the bank-notes 
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in the ordinary course of business, and they got 
into the hands of the good banks, which presented 
them to the issuers for payment. Whereupon 
the issuers calmly declared their inability to pay, 
for the patriotic reason that their assets were 
locked up in Government stocks! They could 
not be made bankrupt without precipitating a 
crisis ; so the holders of their notes had to defer 
presenting them. It was graciously conceded to 
them, however, that they might charge interest 
on the unpaid notes. 

Thus arose a curiously ironical situation. The 
good banks which declined the Treasury notes 
had to nurse the inferior banks which accepted 
them. The Treasury got even with both sides, 
and squeezed the money market far beyond what 
it could safely bear. These war loans — ^forced 
loans they might almost be called — caused a 
double crisis,— one when they were levied, and a 
second later on when they were paid ofif. Alto- 
gether the financial efifects of the war of 1812 on 
American trade, both domestic and foreign, were 
disastrous. Coming as it did on the heels of a 
banking craze, it could hardly fail to end in a 
general collapse. In a contemporary description 
of it we read : — 

These early symptoms of a mania for banking induced 
the [Pennsylvania] legislature on the 19th March 18 10 
to enact a law prohibiting unincorporated institutions 
from issuing notes or pursuing any of the operations of 
banks. But in defiance of its provisions the system 
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was persevered in, and even companies incorporated for 
the purpose of constructing bridges departed from the 
spirit of their charters, converted themselves into banks, 
and emitted notes for circulation. The war, as might 
naturally be expected, put a temporary stop to the 
exportation of specie, and thereby removed the only 
check on inordinate issues of paper which can possibly 
exist This cessation of the return of notes for payment 
had the effect of inviting the banks to enlarge their 
issues. Loans were made to Government to an immense 
amount, and to individuals vastly beyond what the 
absence of foreign commerce justified A gradual de- 
preciation of the currency was the result 

Fairly reliable records exist of this depreciation, 
and at first sight it looks surprisingly small com- 
pared with the ruinous fall in " Continental " 
notes, or even in the greenbacks of 1863. It 
seems to have touched bottom in the autumn of 
1819, when state bank-notes were all at a dis- 
count, ranging up to 60 per cent. The New 
England banks had borne the strain best, and 
remained within 6 per cent of their par value. 
Two Southern states, Georgia and South Caro- 
lina, made the next best showing with discounts 
of 8 and 10 per cent respectively. Kentucky and 
North Carolina both varied between 15 and 25 
per cent below par. From what has been said 
above of the Pennsylvania banks, wide variations 
in their notes will not seem wonderful. While 
some of them held up very near to par, others 
were away down to 50 and 60 per cent discount. 
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It seems to have been the fate of the two 
Banks of the United States to get blamed for 
nearly all the banking troubles of this period. 
The first one died in 1811, through the refusal 
of Congress to renew its charter, and the im- 
mediate result was a rush of state banking which 
came to grief in 1814. In a still more direct 
way the second Bank of the United States caused 
the second collapse of the state banks in 1819. 
It had spread out too rapidly, and in order to 
save itself had to be drawn in all round. Every 
other bank in the country was endangered by its 
desperate curtailment. Thus early did it begin 
to lay up grudges against itself, which at last 
overwhelmed it on the expiration of its charter 
in 1836. 

The banking crisis of 1819 was short and sharp. 
It administered a drastic cure to the inflated cur- 
rency, reducing it, according to some accounts, 
by one-half. In 1820 it appears to have shrunk 
to about 45 million dollars, a comparatively safe 
level. But no sooner did the "soft money" 
makers land on their feet than they were trying 
to fly again. In 1824 a new banking boom was 
in full blast. The Legislature of New York 
State during the session 1824-25 passed bills for 
chartering new banks, insurance companies, and 
other financial institutions aggregating 52 million 
dollars of capital. London was partly responsible 
for this particular boom. Our mining mania of 
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1824 gradually infected all the other markets. It 
was followed by a rush of foreign loans— chiefly 
South American — and by a furious gamble in 
colonial produce. 

In April Upland cotton rose from 20 to 27 
cents, coffee from 17^^ to 21 cents, and Mus- 
covado sugar I dollar per cwt. In New York and 
Philadelphia these wild advances were repeated 
with suitable exaggerations and correspondingly 
bad effects. The banks, rising at once to the 
occasion, let loose another torrent of paper money. 
Had the gamble lasted long, it might have ended 
in a greater catastrophe than that of 1814, but 
providentially it was short-lived. The bubble 
burst almost in the blowing. Another period of 
severe contraction followed, this time a much 
longer one than usual. In normal times markets 
might have righted themselves in a few years, 
but before they had the chance to do so a bank- 
ing war of the worst kind threw everything again 
into confusion. 

In 1829 President Jackson in his first message 
to Congress declared war on the Bank of the 
United States. Its charter did not expire till 
1836, consequently the issue between the state 
banks and the national bank could not be 
definitely settled for seven years. Meanwhile 
banking and commercial credit was completely 
at the mercy of the politicians. In the end 
President Jackson and the state banks won a 
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fatal victory. In refusing to the United States 
Bank a renewal of its charter, they destroyed 
a great financial institution as well as a powerful 
competitor. But, like Samson pulling down the 
gates of Gaza, they involved themselves in its 
ruin. The void created by its fall they hastened 
to fill up in the usual ''wild-cat" fashion with 
state bank-notes. In an incredibly short period 
the aggregate circulation of these jumped up from 
61 million dollars to 149 millions. Almost as 
quickly it rushed back on its issuers and over- 
whelmed them. 

On the loth May 1837 nearly one-half of the 
state banks closed their doors. Out of 959 all 
but 498 had to suspend payments, either tem- 
porarily or permanently. The revulsion in the 
note circulation was terrific. In 1843 it had 
fallen to 55 million dollars — not much more than 
a third of what it had risen to in the suicidal 
boom of 1836-37. This was a tremendous blow 
to "soft money" and ** wild-cat" banks. They 
never, in fact, got thoroughly over it. When the 
national bank system was proposed by Secretary 
Chase, with its absolute guarantee for every note 
issued, the state banks could offer very little re- 
sistance to it. Their political power was gone, and 
the people were heartily sick of " soft money" — at 
least, of that particular kind which had been so 
prodigally provided by the state banks. Two 
or three later varieties of it had to be endured 
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before it was finally got rid of— notably, silver 
certificates and the Treasury notes of 1890, But 
these spectres also have been laid, and the United 
States has now a substantial claim to rank among 
the " hard money " countries. 



BOOK I.-ITS EVOLUTION. 



CHAPTER V. 

THE GREENBACK R6gIMB. 

Some years ago the writer was travelling on the 
Mexican Central Railway, and had for fellow- 
passenger a bright little man from Missouri. He 
had been down to Mexico city with an experi- 
mental shipment of cattle, and was returning home 
evidently pleased with his trip. The refrain of his 
conversation was, " I reckon it's been worth five 
hundred dollars to me." In reply to a sympa- 
thetic question he launched into details, which 
showed that he was at least a hundred dollars 
on the wrong side. When this was pointed out 
to him he replied quite cheerfully, "Oh yes; 
but I guess I've had five hundred dollars' worth 
of experience." 

That Missouri man was a typical American. If 
there is one thing more distinctive of Americans 
than another, it is the value they set on experi- 
ence, and the good use they make of it. As a 
people they digest their experiences just as system- 
atically as the British public forget theirs. This 
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is true of their political as well as of their com- 
mercial and industrial life. Every important 
event in their national history has been copiously 
recorded, studied, criticised, and discussed. On 
any question of law or finance that may turn up, 
precedents are always in overwhelming supply. 
They are drawn with equal facility from the War 
of Independence, the battles of the Federalists and 
the Democrats, over the framing of the Constitu- 
tion, the long feud of the state banks and the 
Treasury, the free soil campaign, and finally the 
Civil War itself. 

The greatest of all American experiences from 
every point of view was, of course, the Civil War. 
It has a financial literature of its own with which 
every educated American is fairly well acquainted. 
I doubt if there be half a dozen men in the British 
House of Commons, both front benches included, 
who have the faintest idea how Pitt raised the 
hundreds of millions sterling which he spent in 
fighting Napoleon. As to the financing of the 
Crimean War, all they remember about it is that 
Mr Gladstone did some clever strokes of finance 
in connection with it. The recent Boer War, 
though only four years old, is almost as com- 
pletely forgotten — financially — as Balaclava and 
Torres Vedras. All that the average Englishman 
could say about it to-day is that " it cost a good 
bit" — over two hundred millions — and threw a 
heavy load of new securities on the Consol 
market. 
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The Americans have treated the finance of their 
civil war with much more consideration. They 
have studied it retrospectively in a practical and 
business spirit. Knowing that some grave errors 
had been committed in connection with it, they 
have frankly and honestly tried to get at the 
origin of these errors, in order to be able to 
avoid them in future. Books, pamphlets, and 
official reports galore have been written on the 
subject. All branches of it — the war taxes, the 
loans, the greenbacks, and the gold premium — 
have been investigated with equal zeal and acute- 
ness. A fairly good agreement has been arrived 
at on the main points of the inquiry, but even 
yet it is by no means closed. So recently as 1897 
a very exhaustive paper on the greenbacks and 
the cost of the civil war, by Mr W. C. Mitchell, 
appeared in the 'Journal of Political Economy.' 
Dewey, in his ' Financial History of the United 
States,* prefaces the chapter on legal tenders with 
a list of thirty different works of reference. 

No American of the present day has thus the 
slightest excuse for not forming some opinion 
of his own as to the many difficult financial 
questions that arose out of the civil war. He can 
judge by their recorded results the various ex- 
pedients that were adopted for raising money. 
He can see how cruel and relentless was the 
emergency that had to be faced. Looking back 
on it all, he can lay his fingers on the mistakes 
of those who had to stand in the desperate 
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breach. He can say what might have been better 
done or better left undone. But on a calm sur- 
vey of the whole crisis he will be inclined to 
admit that Uncle Sam got through it pretty well 
after alL Naturally it was followed by a severe 
penitential fit, in which the most pessimistic view 
was taken of everything. Legal tender notes at 
60 per cent discount, and United States Six per 
cent Bonds, selling in London at 40, may be 
awful memories to look back upon, but they were 
part of the price that had to be paid for preserv- 
ing the Union, and the Union was preserved. 

As we recede from those terrible days of 
national peril, a calmer and more charitable 
view of its financial sins becomes possible. In 
fact, it has already begun to assert itself. Qualify- 
ing circumstances come to light which materially 
tone down the lurid picture of 38 cent paper 
dollars and gold at 288. Even the greenbacks 
are discovered to have been not quite so bad 
as they were painted. There was never any oc- 
casion for patriotic American bankers to demand 
that they should be wiped out as a relic of shame 
and insolvency. It would have been almost as 
unreasonable in English bankers, after the great 
war with France, to insist on Bank of England 
notes being abolished, because during the war 
they had been practically a forced currency. 
There must be some absolution even for paper 
money when it shows genuine marks of reform 
as the greenbacks of to-day certainly do. A trifle 
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of 346 million dollars of Treasury bills, with 
nearly fifty per cent of a gold cover, and the 
credit of the United States behind that again, 
should be able to live down even a worse past 
than that of the greenbacks. 

Many things may be said in extenuation of the 
once abused greenback, and it surprises me that 
some of them have not been said sooner. But 
even Americans themselves have done scant 
justice to the greenback. At an early period 
in its history it got a bad name — too bad a 
name, in fact, for the worst part of its career, 
and one which it did not deserve for more than 
a few years. Moreover, it was not the only 
sinner against sound finance in the crowd of 
fancy currencies and assorted securities which 
Secretary Chase had to press on a coy and im- 
pecunious market. It is a debatable point if the 
" Seven Thirties " and one- and two-year notes of 
1863 were not more improvident than the green- 
backs. But they were more fortunate in having 
been speedily withdrawn, while the greenbacks 
survived to bear all the brunt of critical odium. 

To limit the present inquiry to the narrow and 
partial views which have been hitherto taken by 
most writers on civil war finance would, it seems 
to me, be unjust not only to the financial opera- 
tions themselves, but to the able men who were 
responsible for them. The time has come for 
taking the broadest possible view of the question, 
and at the same time a business rather than a 



96 Book I. — Its Evolution. 

theoretical view. Currency idealists cannot pos- 
sibly be fair judges of war finance, or indeed of 
any kind of emergency finance. The experience 
of the past half century has taught business 
people that currency at its best must be a rough- 
and-ready device. The proper test for it is not 
whether it is ideally scientific or perfectly logical^ 
but how it does its work. Such is the test we 
aim at applying to the "greenback regime,'* 
which, needless to say, embraced many other 
kinds of paper than greenbacks. 

Our first question then is, Could the flood of 
paper money issued for war expenditure between 
the years 1862 and 1865 have been avoided? 
The next is. Were there any alternatives that 
might have been adopted with hope of better 
results? Thirdly, Might the issues have been 
better regulated so as to make smaller amounts 
suffice? Fourthly, May they not have tended 
to counteract evils which would have arisen from 
any other possible alternative? For example, 
if there had been no greenbacks there must 
have been larger issues of interest-bearing bonds, 
with the certain effect of still further depreciating 
them. 

The business question on which everything 
turns is. Could the two thousand eight hundred 
million dollars that had to be raised (outside 
of taxes) for war expenditure have been raised 
in any other way at smaller cost to the Govern- 
ment, and with less loss to the public ? In order 
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to answer that, we must ascertain as best we can 
what the paper money actually did cost to both 
parties. On these points many American writers 
and politicians have expressed what appear to me 
to be extravagant opinions* They have exagger- 
ated in their own minds the proportion which 
the paper money bore to the interest • bearing 
bonds and to the total amount of the war debt. 
They have also failed, I think, to take suffi- 
ciently into account the comparatively short 
duration of high gold premiums and very low 
paper values. 

These are spoken of as if they had lasted for 
years, when, in fact, excessive depreciation did 
not continue more than a few months. The war 
opened on April 12, 1861, and specie payments 
were suspended on December 28 following, but 
gold did not rise to a tangible premium till six 
months later. On April i, 1862, it was quoted 
at 102, and on July 5 it touched no. United 
States bonds, instead of falling in proportion as 
by rights they should have done, actually ad- 
vanced from 89 to par. The year 1863 began 
with gold at 134^^, and Six per cent Bonds at 
93 — in currency, of course, which would be equiv- 
alent to nearly 73 in gold. At the end of 1863 
gold was still about 150, by no means a panic 
price under the circumstances. 

The gold scandals which so sariously com- 
promised the credit of the Government, and re- 
duced it for a time to a rag -money basis, all 

G 
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occurred in 1864^ and the greater part of them 
in the second half of that year. Between January 
2 and June iigold showed a moderate advance 
from 152 to 191. On July 11 it jumped to 285, 
and the highest quotations for the next five months 
were— August 6, 261^; September 3, 243 >i ; 
October i, 1935^ ; November 5, 244^ ; Decem- 
ber 12, 237J^. The corresponding equivalents 
for paper dollars were — August 6, 38 cents ; Sep- 
tember 3, 40 cents; October i, 51 >i cents; Nov- 
ember 5^ 41 cents; and December 12, 42 cents. 
The paper dollar touched bottom on July 11, 
1864, at 35 cents gold; but, as will be seen, it 
remained there for a very short time. At the 
beginning of October it was again well over 50 
cents, and at the close of the fiscal year (June 30, 
1865) it was a little over 70 cents. 

A 35 cent paper dollar, even if it had con- 
tinued for a few years instead of only a few 
weeks, could not have permanently crippled a 
country like the United States. Only the other 
day another American republic was struggling, 
through no fault of its own, with a 35 cent 
silver dollar. The depreciation had been drag- 
ging on for thirty years, and there was no visible 
end to it. Mexico, by a heroic effort, checked the 
decline; and to-day she is proud of having re- 
stored her silver dollar to the modest level of 
50 cents in gold. Compared with her prolonged 
agony, all that the United States had to endure 
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was a momentary inconvenience. Almost as 
much trouble resulted from the Bland dollar and 
the Treasury notes of i8go as from the green- 
backs, — with this important difference, that in 
their case the trouble was entirely self-made 
and gratuitous. They had not the excuse of 
being war measures, or even of being '' elastic 
currency." 

Heavy loss and widespread suffering did cer- 
tainly result from the greenbacks. It will be 
interesting and instructive to find out where that 
loss fell. It can only have been of two kinds — 
first, loss to the Government in issuing the notes ; 
and second, loss to the public in circulating them. 
According to a Treasury circular of July i, 1904, 
there were three successive issues of $50,000,000, 
each authorised by Congress: the first on Feb- 
ruary 25, 1862; the second on July 11, 1862; 
and the last on March 3, 1863. The maximum 
issue of $449,338,902 was reached on January 
30, 1864, and their redemption began eighteen 
months later. It might have been completed in 
a very few years if Congress had not again and 
again suspended it. The financial authorities at 
Washington could not, in fact, make up their 
minds whether or not it would be wise to get 
rid of the greenbacks completely. When they 
had been reduced to $346,681,016 they were left 
alone, and they have remained at that figure ever 
since. They now occupy in the United States 
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Treasury an analogous position to that of the 
14 millions sterling of Government securities in 
the Issue Department of the Bank of England. 
In deciding on their final and definite form^ the 
English model was followed as closely as the 
two very different situations admitted. 

The following table (p. 102) shows the amount 
of the greenbacks outstanding at the end of each 
fiscal year firom the commencement to the com- 
pletion of their original issue. A second column 
states the amount issued in each year^ and a third 
column gives their gold value on the last day 
of the year. With these data we may calcu- 
late roughly the loss that the Treasury suffered 
through having to issue them at a steadily in- 
creasing discount, due to the continuous rise in 
the gold premium. By taking the price at the 
close of each fiscal year, we are making the 
calculation as unfavourable as possible to the 
greenbacks. A fair average of the whole year, 
if it could be obtained, would of course show 
better for them than the last price of the year, 
which as a rule was also the lowest. 

For instance, the gold price of the paper 
dollar on the 30th June 1862 was 86*6 cents, 
and the greenbacks outstanding on the same date 
amounted to $96,620,000. But they had been 
issued on a descending scale from par down- 
wards. If we value them all round at 86*6 cents, 
and treat the 13*4 cents discount at so much loss 
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to the Treasury, that will be a very liberal esti- 
mate. At the end of the fiscal year, 1862-63, we 
find that the amount outstanding had increased 
by fully 200 million dollars, while the gold value 
had declined to 76*6 cents, or 23*4 cents discount. 
Assuming that the whole 200 millions had been 
issued at 76*6 cents, though as a matter of fact 
the average for the year would be substantially 
higher, so much additional loss will have to be 
debited to the greenbacks. 

During the next year (1863-64) a net increase 
of 133 million dollars took place. Owing to wild 
speculation in gold, the gold value of the paper 
dollar — not greenbacks merely, but Treasury 
notes and bank-notes of all kinds — had dropped 
to 38^ cents, or a discount of 61 X cents. But 
a comparatively small portion of this year's new 
issues had started so badly as this. As has been 
already stated, the maximum amount reached 
was $449,338,902 on the 24th January 1864. 
Here ended the original loss to the Treasury. 
After they got into circulation all further de- 
preciation would fall on the public, and that has 
to be dealt with later. The gold value of the 
paper dollar at the end of January 1864 was 
about 66 cents, consequently the final batch of 
18 million dollars of greenbacks had been issued 
at a discount of not more, and possibly rather 
less, than 34 cents. The aggregation of all these 
discounts, as shown below, will fairly represent 
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the original loss to the Treasury on the whole 
^449>338;902 of greenbacks : — 





Amount 
outstanding. 


NetincreaM 
during pre- 
viousyear. 


Gold value 
of paper 

On centsX 


Gold value of 
the gear's 


June 30, 
1862 
1863 

Jan. 24, 
1864 

June 30, 
1864 


$96,620,000 
297,767,114 

449»338,902 
431,178,671 


$201,147,114 
151,571,788 

i8,i6o,23i» 


86-6 
766 

66-6 
387 


$83,672,920 
154,078,602 

101,047,859 



Total issue at par value . 

Total discount on original issues . 
Average rate of discount, 25 per cent. 

* Decrease. 



t338.799»38i 
449,338,902 

•110,539,521 



All things considered, that was not such a bad 
operation for the Treasury as has been generally 
assumed. The 25 per cent discount it sacrificed 
on their original issue represented little more than 
four years' interest at the rate it was paying on 
its Six per cent Bonds. For over forty years the 
Treasury has had the use of between 300 and 400 
millions of dollars for the mere cost of circulation 
plus interest on 100 million dollars of a gold 
reserve. The latter was increased in 1900 to 
150 million dollars^ but even that at 2 per cent 
costs only three million dollars a -year, equal to 
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less than i per cent per annum on the amount 
of greenbacks now outstanding. 

On the other hand, it may be objected that the 
issue of the greenbacks was not an ordinary fin- 
ancial operation, — that it had far-reaching edBTects 
in other directions. A very firequent charge 
brought against it is, that it raised the prices of 
all commodities, and thereby aggravated the cost 
of the war. Mr Knox puts this point strongly 
in his ^ United States Notes.' Referring to 
Treasury paper generally, he says: — 

Specie payments were suspended on December 28, 
1 86 1. The war was carried on chiefly by the use of 
Treasury notes as a circulating medium. The purchas- 
ing power of these notes rapidly declined. Prices of 
all kinds advanced rapidly, and particularly prices of 
articles most needed for the supply of the army. Ex- 
penditures of the Government during the four years of 
the war were vastly increased beyond the amount which 
would have been necessary if the war could have been 
conducted upon the gold standard instead of upon the 
fluctuating standard of the legal tender paper dollar.^ 

This is an obviously one-sided and misleading 
account of the currency inflation which took 
place during the Civil War, and still more so of 
its effects. Mr Knox lays all the blame of high 
prices on the legal tender dollars — the official 
name for greenbacks. One might infer from what 
he says that they had been the cause of the sus- 
pension of specie payments, of the decline in the 

^ • United States Notes,* by John Jay Knox, p. 84. 
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value of paper money, of the consequent rise in 
prices, and of most of the other monetary troubles 
that hampered the progress of the war. The 
facts are, that specie payments had been sus- 
pended two or three months before the first legal 
tender note was issued ; that these notes formed 
less than one-seventh of the total amount of credit 
that had to be created for carrying on the war ; 
and that during the first half of the war there 
were quite as many bank-notes in circulation as 
Treasury notes. These helped materially to swell 
the mass of uncovered paper that accumulated 
after the suspension of specie payments. In 1862 
the greenbacks formed less than a fourth of the 
total paper money in circulation, and even after 
they had reached their maximum issue they were 
seldom as much as one-half of the total. There 
were five other sorts of credit currency in cir- 
culation, excluding firactionals. Their relative 
shares in the monetary worth of the country 
may be learned from their respective amounts 
in successive years, as shown below: — 
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Proportion of Legal Tenders to Total 
Credit Currency. 



fune^o. 


Legal tenders. 


Total credit 
currency. 


oflegal 
tenders. 


1862 


$96,620,000 


*333452.o79 


29 


1863 


297,767,114 


649,867,283 


46 


1864 


431.178,671 


833,718,984 


52 


1865 


432.687,966 


982,318,685 


44 


1866 


400,619,206 


891,984,686 


45 


1867 


371,783,597 


826,927,153 


45 


1868 


356,000,000 


720,412,602 


49 


1869 


356,000,000 


693,946.056 


51 


1870 


356,000,000 


700.375.899 


508 



The above tables indicate, first of all, the ex- 
cessive complexity of the currency movements 
that took place during the Civil War. This 
may have been due partly to the great difficulty 
of raising money at home, and partly to the 
extreme ingenuity which Americans always bring 
to bear on questions of currency. Their besetting 
sin in those days was a craze for monetary experi- 
ments, and they are not entirely firee from it yet. 
Considering the variety of their experiments and 
the crudeness of some of them, it is hardly sur- 
prising that they should have frequently over- 
reached themselves. No less than five new types 
of currency were specially improvised during the 
war, — all of them intended only for temporary 
use. Two of them, the demand notes of 1861 
and the one- and two-year notes, disappeared 
before the war was finished, and the compound 
interest notes followed soon after. Only two of 



The Greenback Regime. 107 

the improvisations — the legal tenders and the 
national bank-notes — secured a permanent foot- 
ing in the currency system, and that was not till 
after prolonged struggles, which are not definitely 
settled even yet. 

Thus it will be seen how unfair and incorrect is 
the popular notion that the greenbacks or legal 
tender notes were the main cause of the break- 
down of national credit at a critical stage of 
the war. If they had not been preceded by 
$50,000,000 of demand notes, which, owing to 
their having been issued while specie payments 
were still in force, were redeemable in gold, 
thus aggravating the demand for gold; and if 
they had not been followed by large issues of 
one- and two-year bills and compound interest 
notes, — they need never have fallen into serious 
discredit. When they reached their maximum 
issue in January 1864 the total amount of credit 
currency in circulation must have been well under 
800 million dollars, for it only stood at 833 millions 
on the 30th June following. The gold value of 
the paper dollar was then about 66 cents, and it 
might have been held there but for the enormous 
additions made in the following year, not of green- 
backs but of compound interest notes. They 
increased, it will be seen, from a total of 15 
millions in June 1864 to 193 millions in June 
1865. 

As a form of currency inflation the greenbacks 
had done their worst in the early part of 1864, 
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and the disasters which marked the latter part 
of that year were obviously due to other causes. 
One was the desperate resort of issuing compound 
interest notes, and another was the Gold Corner. 
It took a couple of years for business to recover 
from these two violent shocks, but in June 1867 
we find the credit currency reduced again to the 
manageable volume of 827 million dollars, com- 
bined with the natural sequel of a rise in the 
gold value of the dollar to 717 cents. In the 
three following years (1867-70) the volume of cur- 
rency was further reduced to 700 million dollars, a 
normal level in the circumstances, and the dollar 
further appreciated to 85*6 cents. From this point 
it advanced with speculative fluctuations to par in 
1879, when specie payments were resumed. 

Mr Knox's second charge against legal tenders 
— that they caused a rapid advance in prices, 
" particularly in the prices of articles most needed 
for the supply of the army " — also weakens con- 
siderably under closer examination. Prices did 
rise during the war, but not by any means in the 
same degree as the gold premium. They would 
have risen a good deal in consequence of the war 
itself, even if it had been fought on a gold basis. 
Moreover, in so far as the high prices were for 
the most part paid to the domestic producer, the 
community as a whole may have been no great 
loser by them. According to Dewey, " the total 
effect of paper issues in increasing the cost of 
the war has been estimated at between 528 and 
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600 million dollars." He adds that ''even this 
large amount is small compared with the burdens 
which inflated prices placed upon the people in 
the ordinary relations of trade and industry." 

On referring to the index prices for commod- 
ities and wages given in the Aldrich Report for 
the years 1860-65, we find no advance either to 
compare with the rise in gold or to justify Mr 
Dewey's estimate of the consequent increase in 
the cost of the war. The figure he names — 
between 528 to 600 million dollars — will cover 
the increase not only in the cost of the war but 
in the total expenditure of the Government in 
the war years. And the latter is the test that 
should be adopted, for if the greenbacks en- 
hanced one branch of public expenditure they 
enhanced all. Subjoined are the results of the 
Aldrich index prices applied to the total ex- 
penditure of 1862-65 : — 



Effects of Rise in Prices on Government 
Expenditure, 1862-65. 




Expenditure in 
currency. 


Index Prices. 


Average 
of both. 


Expenditure on 




Com- 
modities. 


Wages. 


basUofold 
prices. 


1862 
1863 
1864 
1865 


$565,667,564 
899,815,911 

1298,541,115 
1906,433,331 


II7'8 
148-6 
190-5 
216-8 


102*9 
110-5 
125-6 
143* I 


110-4 
129-5 
158-0 
180-0 


$512,380,000 
697,155*000 
820,000,000 

1059,130,000 



•3667,457,921 



$3088,665,000 



Net addition to public expenditure through 

higher prices 57^,792,92 i 
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On the most unfavourable view that can be taken 
of it, the Government's share of the loss caused 
by the greenbacks would be $110,539,000 for dis- 
count on their original issues, and $578,793,000 
for enhanced cost of the war and the public 
service generally during the war period. Total 
$689,332,000 of an invisible tax levied on the 
people over and above their visible taxes. This 
admits of very little discussion, but the ground 
is not so clear when we turn to the losses of the 
people themselves "in the ordinary relations of 
trade and industry," as Professor Dewey puts it. 
In individual cases these were doubtless very 
severe, but they were offset by enormous gains 
in other individual cases, and a balance has to 
be struck if possible between the two. 

Within the sphere of domestic trade fluctuating 
standards of value may cause great inconvenience, 
but to the community as a whole they cannot do 
very serious harm. Recent experience has greatly 
modified, if not actually disproved, the old maxim 
of currency theorists that an unsteady monetary 
standard is an unqualified misfortune. It has its 
qualifications and compensations which demand 
the most minute comparison before judgment can 
be safely pronounced on them. The only definite 
determinable question as to inflated currency is 
the effect it may have on the foreign trade of a 
country. Here, too, it works both ways as in 
domestic trade, but with the difference that its 
workings can be followed and compared. In the 
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subjoined table an endeavour is made to show 
what effect the depreciated greenbacks had on 
the imports during the seventeen years of sus- 
pended specie payments (1862-79). The first 
column gives their gold value year by year; the 
second, the gold value of the dollar at the end 
of each year; and the third the currency value 
of the year's imports. The excess of currency 
over specie values is the cost to the importers 
of the depreciated dollar. 



United States Imports. Excess of Currency 
OVER Specie Values. 



funcao. 


GroM imports. 


Gold value 
of dollar. 


Cost of imports in 
paptr dollars. 


1862 


$189,356,677 


86-6 


$218,656,700 


1863 


243.335»8i5 


76-6 


317,670,700 


1864 


316,447,283 


387 


817,700,000 


1865 


238,745,580 


704 


339,127,200 


1866 


434,812,066 


660 


652,218,000 


1867 


395,761,096 


717 


552,000,000 


1868 


357,436,440 


70-I 


509,890,000 


1869 


417,506,379 


735 


568,036,000 


1870 


435,958,408 


85-6 


509,300,000 


187I 


520,223,684 


890 


584,521,000 


1872 


626,595,077 


87-5 


716,110,000 


1873 


642,136,210 


86-4 


741,900,000 


1874 


567,406,342 


91-0 


623,523,400 


1875 


533,005,436 


87-2 


611,245,000 


1876 


460,741,190 


89-5 


5i4,795»ooo 


1877 


451,323,126 


947 


476,577,000 


1878 


437,051,532 


99*4 


439,700,000 




$7267,842,341 




$8892,970,000 




1625,127,659, extra cost of imports. 



Average gold price of dollar, 80 cents. 



1X2 
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On the whole seventeen years of suspended 
specie payments the paper dollar averaged 80 
cents in gold, a depreciation of 20 per cent. 
American importers may therefore be said to 
have had to pay 20 per cent more for their goods 
than they might have done under a gold standard. 
This, however, would be the maximum effect, 
without taking into account any of the hundred 
and one factors which might have counteracted 
it in practice. We have also to take note of 
factors which may have aggravated it — as for 
instance, the fact of American imports having 
been greatly in excess of exports not only during 
the war but for eight years after. 



United States Foreign Trade, 1862-78. 



June 30. 


Imports. 


Exports. 


Excess of 
Exports. 


Excess of 
Imports. 


1862 


$189,356,677 $190,670,501 


$1,313,824 


... 


1863 


243,335,815 


203.964,447 


... 


•39,371,368 


1864 


316,447,283 


158.837,988 


... 


157,609,295 


1865 


238,745,581 


166,029,303 


... 


72,716,277 


1866 


434,812,066 


348,859,522 


... 


85,952,544 


1867 


395,761,096 


294,506,141 


... 


101,254,955 


1868 


357,436,440 


281,952,899 


... 


75,483,541 


1869 


417,506,379 


286,117,697 


... 


131,388,682 


1870 


435,958,408 


392,771,768 


... 


43,186,640 


187I 


520,223,684 


442,820,178 


... 


77,403,506 


1872 


626,595,077 


444,177,586 


... 


182,417,491 


1873 


642,136,210 


522,479,922 


... 


119,656,288 


1874 


567,406,342 


586,283,040 


18,876,698 


... 


1875 


533,005,436 


513,422,711 


... 


19,562,725 


1876 


460,741,190 


540,384,671 


79,643481 


... 


1877 


452,323,126 


602,475,220 


151,152,094 


... 


1878 


437,051,532 


694.865,766 


257,814,234 


... 
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Thus, so far from the dih&cU in United States 
currency which took place during the war having 
been caused by issues of Treasury paper, there 
were various contributory causes. The war 
itself was the chief cause of all the financial 
trouble, which would have only been less in 
degree had the gold standard been maintained. 
Among the collateral causes were the bad con- 
dition of the Treasury before the war began; 
the small stock of gold in the country; the 
enormous strain suddenly thrown on the credit 
of the country ; the paralysis of its export trade, 
coincident with a great and absolutely necessary 
increase in its imports. Every financial and 
commercial condition took an adverse turn. 

Applying these varied facts to the questions 
with which we set out, the following answers 
may be given. First: Large paper issues were 
rendered unavoidable by the small stock of gold 
in the country at the beginning of the war, and 
the speedy suspension of specie which conse- 
quently took place. Either the Treasury or the 
banks had to make these issues, or they had to 
do it jointly. In the end they did co-operate 
under the national bank scheme. Secondly : The 
only alternative to large paper issues would have 
been a heavy addition to taxes already of crush- 
ing weight, or forced sales of Six per cent Bonds. 
The latter would have driven prices lower and 
lower both in the home and foreign markets. As 
it was, only the gold prices of the bonds fell 

H 
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very low, and they recovered as fast as the gold 
premium ran off. 

It is a significant fact that when the pressure 
of paper money became most acute the Six per 
cent Bonds freed themselves from its influence in 
the home market. During the last two years of 
the war they were never under par in currency, and 
often they were well above it. From this point 
of view a comparison of their currency and gold 
prices may be rather instructive : — 

United States Six per Cents, 1862-64. 



1862 
March i 
Sept. 6 . 

1863 
March 7 
Sept. 5 . 

1864 
March 5 
July II . 
Oct. I . 
Dec 12 . 



To the third question, as to whether the paper 
issues might have been better regulated so as to 
make a smaller volume of them suffice, the answer 
is obvious. To be lavish of paper money has 
been a besetting weakness of the Americans from 
their colonial days. Fourth : May not the paper 
issues have atoned to some extent for their own 



Currency 
price. 


Price of 
gold. 


Gold price 
of bonds. 


92i 
99i 


102^ 
II9i 


90 
84 


looj 
106 


1554 

I3if 


65 
80 


III 
102} 
io6t 
io8f 


I6IS 

285 

I93f 


68^ 
36 

55 

46 
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vices by averting evils and dangers of some other 
kind ? As a matter of fact, when the pinch came 
Secretary Chase had very little choice left him. 
He might have accepted the invitation of the 
associated banks to put himself in their hands, 
but that would have involved unlimited and 
perhaps uncontrollable issues of bank paper. 
At the same time, it might have compromised 
the independence of the Treasury, and Mr Chase 
was wise to defend that to the utmost. Events 
have proved that it was worth saving. 

It may seem almost an idle question to ask if 
a recurrence of the greenback regime is possible. 
All the conditions of American finance have 
changed so completely since the Civil War, that 
it now looks like an inconceivable episode. In- 
stead of a dearth of gold the United States has 
now a glut ; instead of a damaged credit it has 
now the highest; instead of 800 or 900 million 
dollars of uncovered paper it has nearly two 
and a half times as much metallic money as all 
its Treasury and bank-notes combined. Paper 
money has ceased to be a danger or even a diffi- 
culty. It is the threatened plethora of specie 
that is to be the question of the future. 



BOOK II. 
ITS ORGANISATION 
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CHAPTER VI. 

ITS THREE BILLION DOLLAR CURRENCY. 

The United States is now beyond dispute the 
richest nation in the world. It has also the 
largest amount of money in circulation as well 
as the greatest variety of money. But these ex- 
ceptional advantages do not appear to produce 
their natural results. Instead of the monetary 
ease and stability that might be expected from 
them, we find chronic instability accentuated at 
short intervals by sharp spasms of stringency. 
During the past year (1905) the money market 
of New York has made a world record for the 
extreme range of its loan rates. These have been 
down to 2 per cent in Wall Street, and up to 
125 per cent if not higher. Both the minimum 
and the maximum are without parallel anywhere 
else. And New York is the last place in the 
world where either of them should have occurred. 
The immense volume of its current business ought 
to have prevented excessively low rates, while 
the huge mass of mpney in circulation should. 
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if prudently handled, have made sensational 
stringency impossible. Yet they both occurred 
within a few months of each other, and Wall 
Street, which should know best what caused 
them, has as yet been able to suggest only 
one explanation — inelastic currency. 

There are, however, few people who accept 
that explanation unreservedly, and feel satisfied 
with it. The American people as a whole have 
little confidence in it. Outside of a special circle, 
American bankers are openly sceptical about it. 
Foreign authorities have almost unanimously 
declared against it. There is a prima facte case 
against a three billion dollar currency ever being 
fully utilised by any single nation, however large 
and prosperous. It is an impossible amount to 
keep in bond fide commercial circulation, even 
among eighty-three millions of busy people. And 
very brief inquiry confirms this preliminary doubt. 
Of the three billion dollars, less than 60 per cent 
is in the hands of the public. The other 40 per 
cent has accumulated partly in the Treasury, and 
partly in the banks, where it has other purposes 
to serve than public circulation. 

If the whole three billion dollars were in actual 
use, it would give the American people an average 
per head of 35 dollars. Only three other countries 
in the world are more generous with their cur- 
rency. The republic of Colombia has a long 
lead in the amount per head of money it provides 
its people with. At the end of 1904 its four 
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millions of a population had 741 millions of paper 
money circulating among them — an average of 
190 dollars per head. With that amount of gold 
or even silver dollars, every Colombian would 
have been '^ independently wealthy." But un- 
fortunately they were only paper dollars. Co- 
lombia has a gold standard law on its statute 
book. It was passed in 1903, but has as yet got 
no farther. The total amount of gold in the 
Republic has been estimated at 200,000 dollars, 
consequently the prospect of the 741 million 
paper dollars ever getting on a metallic basis is 
somewhat desperate. 

The second largest average per head is that 
of Argentina, nearly 6g dollars. France still holds 
third place with a monetary supply of fully 37 
dollars per head. And the United States comes 
fourth with 34*68 dollars per head of a total stock, 
or 31*34 dollars per head of actual circulation. 
These are the only four countries in the world 
that need more than 30 dollars per head of 
currency. A clear grasp of that fact will help 
to put the United States currency in its proper 
perspective. Four other countries — Germany, 
Belgium, the Netherlands, and Canada — ^require 
between 20 and 30 dollars per head. The only 
commercial State of the first rank that can trans- 
act its business with less than 20 dollars per head 
of legal money is the United Kingdom. Its total 
stock of money at the end of 1904 — gold, silver, 
and uncovered paper — was estimated at 764 



1 22 Book II. — Its Organisation. 

million dollars, or 150 millions sterling, being 
an average of only 17 >i dollars per head. 

The two States that stand nearest the British 
level are Spain and Switzerland, with averages 
of 19*82 dollars and 19*18 dollars per head re- 
spectively. Austro- Hungary and Italy are in a 
category by themselves, with very low averages — 
9*04 dollars and 9*26 dollars respectively. After 
duly weighing all the special circumstances and 
conditions of these various countries, we may 
conclude that 20 dollars per head is about the 
normal supply of currency for an active State 
well organised and well equipped with banking 
facilities. The Austrian and Italian 9 dollars per 
head would seem to be about as much short of 
an adequate allowance as the American 35 dollars 
and the French 37 dollars per head exceed it. 
Details of the twelve currencies, showing the 
largest averages per head, are set out in the 
subjoined table (p. 123), condensed from the re- 
port of the Comptroller of Currency for 1905-06. 

Putting aside the republic of Colombia and its 
190 dollars per head, the first three countries 
in the list — Argentina, France, and the United 
States — hold an anomalous position in respect of 
their currencies. An adequate explanation may 
not be far to seek in the case of France or 
Argentina. The French are a money-hoarding 
people, while the Argentines are in process of 
emerging from a long period of rag-money. But 
neither of these explanations will serve for the • 
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United States. The Americans are not a money- 
hoarding people, and for years they have been 
done with rag-money. There is nothing in their 
social or commercial habits, nothing in their 
monetary laws, nothing in their financial position, 
to suggest any need for more than a normal 
average per head of currency. 

The World's Largest Stocks of Money, 
December 1904. 





Per 










head 


Gold.* 


Silver.* 


UncoYered 




in 






paper.* 




dollars. 








Colombia . . . 


$190 


$200,000 


... 


$741,000,000 


Argentina . . . 


$68-88 


$72,100,000 




$286,100,000 


France .... 


37-13 


926,400,000 


$411,000,000 


110,900,000 


United States . 


31*34 


1348,200,000 


685,100,000 
56,800,000 




The Netherlands 


2676 


36,500,000 


51,200,000 


Belgium . . . 


23*80 


30,000,000 


9*700,000 


111,900,000 


Australia . . . 


23-63 


128,600,000 


6,100,000 


... 


Germany . . . 


22*46 


886,700,000 


170,100,000 


169,800,000 


Canada . . . 


21-43 
17 '58 


52,500,000 


6,700,000 


65,100,000 
1x8,100,000 


United Kingdom 


533,200,000 


113,400,000 


South Africa . . 


lo'TO 




20,000,000 




Italy .... 


9*26 


131,400,000 


25*600,000 


150,700,000 


Austro-Hungary. 


9-04 


3051 000,000 


79,700,000 


54,700,000 



* All in dollars. 



The cause of this anomaly is not to be found 
in the ordinary channels or conditions of trade. 
It must therefore be looked for in the byways 
and side channels of politics. It must be hunted 
for in ofi&cial reports and returns. Whoever 
would attempt to solve the mystery of the three 
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billion dollar currency must familiarise himself 
with the records of the United States Treasury, 
the Mint, and the Currency Department. From 
these he may learn how the three billion dollars 
of currency gradually accumulated until it Car 
overshot the work there was for it to do. When 
we find out where the three billion dollars really 
are, how they are distributed, and what they are 
doing, it may appear that many of them are like 
the unprofitable talents in the parable — ^hid in a 
napkin. They have no real claim to be con- 
sidered currency, because they are not doing 
proper currency work. 

In itself, and quite apart from its many politi- 
cal and economic bearings, a three million dollar 
currency is an interesting phenomenon. It is 
unique in financial history, such a thing having 
never existed before, or being ever likely to find 
a parallel hereafter. The chief results of our 
analysis will be found below in a series of tables 
intended to illustrate — (i) the composition of 
this huge stock of money; (2) its gradual ac- 
cumulation in the past forty years of American 
expansion; (3) its varying proportions of gold, 
silver, and paper; (4) its erratic distribution 
between the Treasury, the banks, and the public ; 
(5) its averages per head of the population. A 
second series of tables is designed to trace the 
relations between the three billion dollars of 
currency and the great banking and commercial 
movements in which it is involved. A third series 
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attempts to discover what bearing it has, if any, 
on the foreign trade of the country, especially 
on the imports and exports of specie. The final 
table compares, or rather contrasts, the rapid 
growth of the currency with that of the national 
revenue and expenditure. 

Table I. (p. 126) combines two views of the 
currency — one showing its composition, and the 
other its historical development since i860. 

Taking these columns in their order, the finan- 
cial reader will be struck, first of all, by the huge 
accumulation of gold and silver now possessed by 
the United States, and next by the accelerating 
rate at which that accumulation grows. In the 
past ten years (1896-1905) it has gained nearly as 
much as it did in the preceding thirty-six years 
(i860- 1896). Over four hundred millions ster- 
ling of metallic money should assure the most 
nervous of nations against any currency famine. 
That assurance should be doubled by the exhibit 
made in the second column of only 851 million 
dollars of paper against 2031 million dollars of 
gold and silver. Over 60 per cent of the whole 
stock of money in the country is metallic. If 
we regard the cash balances of the Treasury as 
dormant circulation, which in normal times they 
really are, the proportion of "hard** money to 
"soft** money will be considerably larger. 

Another redeeming feature of the paper money 
is, that though it continues to grow it is relatively 
a diminishing factor in the currency as a whole. 
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Between 1865 and 1890 it steadUy declined, both 
absolutely and relatively. From 1896 onward it 
has increased, owing to the multiplication of 
national banks. The law of 1900, which facili- 
tated in various ways the organisation of national 
banks, gave a strong stimulus to their issues. 
The advance shown in the paper money column, 
from 732 million dollars in 1900 to 851 millions 
in 1905, arose entirely from new creations of 
national bank-notes. Practically the whole of 
these notes have gone into active circulation. 
Unlike gold they do not get shelved in the 
Treasury. The issuing banks have too great an 
interest in keeping them out to let them lie idle 
anywhere if they can prevent it. 

The Treasury itself is becoming less of a dis- 
turbing factor in currency than it used to be. It 
intercepts a diminishing share of the new money 
created or imported. During the past decade it 
has, in fact, made no addition to the dormant 
money in its vaults. On the contrary, the total 
of 1905 is, as will be seen in the Treasury column 
of the above table, nearly two million dollars 
smaller than it was in 1896. The 934 million 
dollars of new specie acquired, and the 150 
million dollars of new notes issued during that de- 
cade, all went into circulation. These important 
changes are further detailed in the next table. 

Table 11. makes it still more clear that the best 
class of currency, namely gold, is also the most 
expansive. In the decade 1896-1905 it gained 639 
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million dollars against 265 millions of national 
bank- notes, 187 millions of silver, and 108 
millions of United States notes (greenbacks). 
The whole volume of money increased during 
that period by 1081 million dollars, of which 
64 per cent was gold or gold certificates, 26 per 
cent national bank-notes, ig per cent silver or 
silver certificates, and 10 per cent United States 
notes. To those who consider the currency 
dangerously inflated, it should be a consolation 
to observe that its quality at least is improving. 
Had the principal growth been in the legal 
tender notes or the national bank-notes, there 
would have been much greater cause for uneasi- 
ness than in the steady growth of the stock of 
gold. 

Table III. (p. 130) carries our analysis a step 
farther, and shows who are the actual holders of 
the three thousand million dollars of currency. 
There are, it will be seen, three distinct sets of 
currency holders, — the Treasury, the banks, and 
the public. These holdings differ so widely in 
their character and the conditions under which 
they operate as almost to constitute different 
classes of currency. The use that the Treasury 
and Sub-Treasuries make of their cash in hand 
differs from the use that the banks make of theirs, 
and the latter differs still more from the use made 
by the public of the money in actual circulation. 
The only money doing its duty fully and efficiently 
is the 1000 million dollars in the hands of the 
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people. It is genuine currency, while the 987 
million dollars in the banks is partly *' till money," 
and partly cash reserves which the law requires 
to be held against deposits. The 295 million 
dollars in the Treasury and Sub-Treasuries is also 
*' till money *' and cash reserves combined. 

Between them the Treasury and the " reporting 
banks" hold 44 >^ per cent of the entire currency, 
and if we add a fair allowance for the thousands 
of private banks not reporting to the Comptroller 
of the Currency, the 44 J^ per cent may easily run 
up to 50 per cent. Less than one -half of the 
oflRcial circulation really circulates. The propor- 
tion worked out in Table III. is 55*49 P^r cent, 
but that no doubt includes large amounts held 
by "non-reporting" banks. When these and a 
few other necessary qualifications have been made, 
the three billion currency will look much less 
imposing than it did at first glance. One-half 
of it is practically dormant, being held by the 
Treasury and the banks for objects which are 
only quasi-monetary. 

Thus the changes in the total volume of money 
may have greater or less importance according 
to the particular class of money most affected by 
them. An increase or a decrease of the Treasury 
holding may not matter much. A corresponding 
change in the money held by the banks will mean 
a great deal more. The most significant of all is 
an increase or a decrease in the volume of money 
in the hands of the people. Of the 1083 million 
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dollar increase that was recorded between 1896 
and 1905, less than i per cent occurred in the 
Treasury holding. Two -fifths of it appears as 
bank money, but the other three-fifths, equal to 
625 million dollars, got into general circulation. 

The ratios given for five special years in the 
past decade, namely, 1892, 1893, 1896, 1900, and 
1905, show that the Treasury holdings (free assets) 
ranged firom 8*17 per cent up to i6'3i per cent. 
The lowest quota held by the banks — national, 
state, and private — was 29^ per cent, and the 
highest 34 per cent (1905). The currency in the 
hands of the public touched its maximum — 62*15 
per cent of the whole — in 1893, and its minimum, 
54*14 per cent, in the following year. Latterly it 
has been averaging about 55 per cent of the total 
circulation. 

The following table (IV.) shows the variations 
in the average per head for gold, silver, and paper 
traced back to 1873. Note here the great ad- 
vance that has taken place in the averages of 
both gold and silver, and contrast it with the 
equally marked fall in paper money. Between 
1873 and 1905 the stock of gold rose from $5*23 
to $15*9 per head — nearly trebled itself, in fact. 
In the same period silver rose firom 15 cents per 
head to $8 — more than fiftyfold increase. Paper 
money diminished from $18 per head to under 
$10 per head. 

In most countries such an accumulation of 
metallic money would have been positively em- 
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barrassing. In the United Kingdom we should 
not have known what to do with it. The vaults 
of the Bank of England would have been burst- 
ing with gold, and the gold reserve in the banking 
department would have gone up to 70 or 80 per 
cent of the total liabilities. 

London has to maintain its claim to be the 
monetary centre of the world with a mere frac- 
tion of the gold owned by the United States. 
Our average per head for the whole country is 
only $12*26 against the American $15*9 per 
head. Only two countries have a larger indi- 
vidual average than the United States — namely, 
France $2375 and Australia $22*56 per head. 
France has also rather more silver — $10*54 
against $8 per head. But she has a compar- 
atively small amount of uncovered paper — only 
$2*84 against the American $9*8 per head. Aus- 
tralia has no uncovered paper, her bank-notes 
being all convertible into gold on demand. 

With existing materials the United States 
could have any kind of currency it likes — gold, 
silver, or paper. The mere currency part of the 
problem is comparatively simple. What is diffi- 
cult is the entanglement which the currency has 
got into with the Treasury on one hand and the 
banks on the other. The latter have in their own 
department done almost as much harm to the 
cause of sound money as the free silver men. 
They have been equally eager to get control of 
the currency and to regulate it in their own in- 
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terests. What they mean by elastic currency is, 
in fact, a currency with unlimited power of expan- 
sion, on the strength of which they could go on 
increasing their loans ad infinitum. They would 
readily dispense with any power of contraction. 

On one point the banks are perfectly right. 
The currency, huge as it is, does not keep pace 
with the rapid expansion of their banking opera- 
tions. It would be difficult to imagine a currency 
capable of such a feat. In the forty years 1865- 
1905 the total volume of United States money 
increased 275 per cent. That sounds large, but 
it was much too slow for banks which in the 
same period increased their deposits 1670 per 
cent and their loans 2390 per cent. In the past 
decade (1896-1905) bank deposits and loans grew 
at double the rate which the currency could 
achieve with all the facilities and encouragements 
given to it. The respective rates of increase in 
the ten years were— deposits 130 per cent, loans 
no per cent, currency 60 per cent. Other com- 
parisons almost as interesting will be found in the 
earlier periods set out in Table V. (p. 136). 

The last two columns of Table V. exhibit rather 
interesting relations between the volume of the 
currency at a given date and the corresponding 
amounts of bank deposits and loans. So rapid 
has been the growth of the deposits, that while 
in 1865 the currency exceeded them by 20 per 
cent, in 1905 they exceeded it by 75 per cent. 
The loans during the same period have still 
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further overshadowed the currency. In 1865 
currency was 212*5 per cent of loans, but in 
1905 it had fallen to 31*8 per cent of them. 

In Table VI. (p. 138) this comparison is ex- 
tended to bank clearings, and with very similar 
results to those famished by the deposits and 
loans. Between i8g6 and 1905 the increase of 
clearings was 170*5 per cent and that of the cur- 
rency only 60 per cent. The ratios of currency 
to clearings in each of the six typical years under 
comparison show great irregularity. They began 
in 1865 at I in 34, and rose, in 1878, to i in 28*5. 
In 1890 they fell again to i in 35, but rose once 
more, in 1896, to i in 28*8 After 1896 the ratio 
of currency to bank clearings fell heavily. In 
1900 it was I in 36, and in 1905 it was only 
I in 487. In other words, the bank clearings 
were more than 48 times as large as the total 
volume of currency at the same date. 

The foreign trade of a country is one of the 
standards by which we might naturally try to 
measure its currency requirements. In this case, 
however, there is no trace of parallel action, or 
even of sympathetic movement. Between 1865 
and 1878, when the foreign trade of the United 
States underwent a phenomenal expansion, im- 
ports having increased 83 per cent and exports 
319 per cent, the currency was stationary, having 
made a nominal gain of only 2^ per cent. Con- 
versely, between 1878 and 1890, the free silver 
period, currency gained 113 per cent against 
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80 per cent in imports and only 23 per cent in 
exports, — see Table VII. (p. 140). 

It is as difficult to trace any correspondence 
here between the volume of the currency and the 
fluctuations of exports and imports as between it 
and the bank clearings, or the bank deposits, or 
the bank loans, or the railroad traffics, or the out- 
put of the staple industries of the country. The 
currency seems to have an orbit of its own which 
seldom intersects any of the other financial or 
commercial orbits. Huge as it is, they, in their 
several spheres, are larger still, and their relations 
to each other have very little visible method in 
them. 

The student of United States currency is liable 
at every turn to be overwhelmed by its magni- 
tude, and at the same time bewildered by its 
variety. It is an immense machine, made up of 
a great diversity of wheels, designed by different 
artists at different times and with different ob- 
jects. Not only do the wheels work badly 
together, but they have a poor opinion of each 
other, and all the time they carry on a more 
or less heated recrimination. The gold wheel 
looks down scornfully on the silver and paper 
wheels, which retort on it that it is merely for 
show and not for work. 

To add to the confusion, the various parts of 
this gigantic currency machine have each vehe- 
ment partisans, not in theory only, but in practice 
as well. Currency schools are as numerous in the 
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United States now as they were in England two 
generations ago, when the Bank Act of 1844 was 
being licked into shape. There is the Indian- 
apolis School which will have nothing but gold, 
the Bryan School which still denounces "the 
great betrayal *' of silver in 1873, and the Wall 
Street School which demands " assets currency *• 
ad libitum. The currency reformers are indeed 
at sixes and sevens among themselves. One 
eminent financier has predicted a catastrophe 
without parallel if it is allowed to go much longer 
unreformed. Other financiers would alter so 
many different parts of it, that when they were 
all finished there might be little currency left. 
One set would withdraw the legal tender notes, 
another would demonetise all the silver left in 
the Treasury, another would change the basis 
of the bank-notes, while still another would like 
to make a clean sweep of the whole three billion 
dollars and begin again with a clean slate. 

Long and close study of this overgrown currency 
inclined us to steer a middle course between the 
optimists and the pessimists. The latter have 
no doubt a long catalogue of defects and draw- 
backs to harp on, but when all these have been 
admitted, a substantial amount of indisputable 
good remains. A currency composed of two- 
thirds gold and silver and one -third national 
credit, the best in Christendom, cannot be wholly 
unsafe or unsound. It may be clumsy in its 
movements and liable to abuse by men who know 
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how to exploit it for speculative objects, but there 
are few currencies free from these evils. The 
Scotch and the Canadian s)rstems are the only 
two that have so far escaped them. 

The real vice of the three billion currency is its 
unwieldy bulk. This strikes one at first sight, 
and the more we see of it the more it impresses 
us. The first and last criticism it provokes is 
amazement at the quantity of it. Its materials 
are all the best of their kind, and the only 
question is if quite as good results might not 
be achieved with smaller quantities of them. 
Currency can be economised as well as food or 
any other commodity. But this is the last lesson 
in monetary science that the Americans are ever 
likely to learn, much less to practise. 
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CHAPTER VIL 

ITS NINE HUNDRED MILLION PAPER DOLLARS. 

Currency is one of the sabjects which are more 
easily managed by a monarchy acting under an 
nn^itten (X)nstitution than by a republic with a 
written constitution. English currency has from 
first to last been a matter of business. It has been 
wonderfully fortunate in escaping 1^^ and politi- 
cal complications. True, it has undergone many 
vicissitudes, and been subjected to many severe 
strains both in peace and in war. But on the 
whole its evolution has pursued an exceptionally 
straight and natural course. We may speak of 
it as one of the most logical or least illogical fac- 
tors in our national organisation. From metallic 
money it rose to goldsmiths* receipts, from these 
to bank bills, from bank bills with a fixed term 
to bills payable on demand, which became the 
bank-notes of our own day. Our currency and 
our banking sjrstems have grown up side by side, 
and, without being absolutely consistent or scien- 
tific, they have worked fairly well together. 
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In some of these respects the currency of the 
United States has been the antithesis of our own. 
It has never had a chance to develop naturally, 
and to adapt itself in its own way to its proper 
work. In all the hundred and thirty years of its 
history it has never been long free from the inter- 
ference of lawyers and politicians. Congress has 
done more currency discussion in a single session 
than the British Hansard records in half a century. 
The Supreme Court of the United States has 
again and again had to decide fine points of 
currency law which have not only never occurred 
in England but have hardly ever been heard of. 
For the latest opinions on such intricate and 
difficult questions we must go to American jurists. 

In the New World they have a pretty gift of 
metaphor. Instead of speaking of alcoholic and 
temperance beverages, they say "hard and soft 
drinks,*' which, it must be admitted, is much 
more expressive. When their currency was about 
as bewildering as their drinks, they used to talk 
of "hard and soft" money, meaning thereby 
metallic money and paper. They have had a 
long and varied experience of both sorts. Of the 
two their soft money is the more interesting, and 
when we get into the history of it we cease to 
wonder at their historical affection for it. 

It might have been pleasanter for the Americans 
to avoid all these pitfalls and difficulties as we 
have done ; but the experience derived from them 
is a considerable asset on the other side. If not 
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altogether worth the heavy price that has been 
paid for it, the Americans of to-day would have 
been poorer and less capable men without it. 
There is a certain irony, however, in the fact 
that the constitution of the United States has 
been one of the chief sources of currency trouble. 
The original draft of that document contained 
five harmless-looking words which have proved a 
veritable Pandora's box of legislative and judicial 
discord. Though in the revision of the draft by 
the Federal Convention they were struck out, 
they have, like Banquo's ghost, jumped up again 
and again. The five words are italicised in the 
following sentence — "The Legislature of the 
United States shall have power to borrow money 
and emit bills on the credit of the United States.'* 

These five words — "emit bills on the credit," 
or, in the shortened form they subsequently as- 
sumed, "emit bills of credit," have had a most 
prejudicial influence on the history of American 
currency. Though, of course, greatly weakened 
by lapse of time, that influence is still far from 
being dead. There is much in the currency 
conditions of the present day which cannot be 
fully appreciated unless in the light of the old 
and forgotten discussions which raged around it. 
Because of what happened during the war of the 
revolution certain action relating to currency had 
to be taken by the Federal Convention of 1787. 
Because of 1787 similar action had to be taken 
during the war of 1812, during the financial crisis 

K 
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of 1837, during the Civil War, and during all the 
financial crises that have followed. 

Not only were the events that attended the 
birth of the Republic strong enough to mould 
later generations even against their will, but the 
men of that period were also in many ways irre- 
sistible« Currency and finance were vital issues 
with the founders of the Republic, and issues un- 
fortunately on which they could not agree. They 
differed not only radically but vehemently, stren- 
uously, and uncompromisingly. The early records 
of Congress bristle with currency polemics — polit- 
ical all of it. In the first seventy or eighty years 
of the Union there were more monetary experi- 
ments made under it than any other people had 
ever gone through before. There were more 
currency theories propounded, more constitutional 
questions raised, more hairsplitting indulged in, 
than any other country could have survived. 
And the printing-press turned out a greater 
variety of paper money than may be found in 
any other equal period of the world's history. 

Nor were these all wild haphazard adventures, 
as we have witnessed in our own day in the 
South American republics. A large majority of 
the men engaged in them were honestly striving 
after sound money. Many of them knew well 
what sound money was, and how it was to be 
secured. Alexander Hamilton, Madison, Benton, 
Calhoun, and Daniel Webster were all ultra 
orthodox on currency. Some of them were 
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quite punctilious in their interpretation of the 
monetary powers of Congress. Often the very 
excess of their orthodoxy did harm by provoking 
successful resistance and reaction. They were 
always on the watch for their special bogey, 
'* bills of credit,'* which had so nearly crept into 
the text of the constitution. In order to appre- 
ciate the intensity of their antagonism to it, we 
must understand the technical meaning which 
the phrase, "emit bills of credit," had acquired 
in early American politics. 

The phrase itself had been inherited from the 
New England colonies, where " bills of credit ** 
formed a large but illegitimate portion of the 
domestic circulation. Evidently they were so 
called to distinguish them from bills of exchange, 
from which they differed in several essential 
points. The bill of exchange was a specific 
document arising out of a specific transaction 
which it both opened and closed. Incidentally 
it might be used as currency, but that was not 
one of its contemplated objects. The New 
England "bill of credit'* was not a specific 
document, but part of a wholesale issue. It did 
not arise out of a specific transaction, but was 
issued in advance for promiscuous use in settling 
future transactions. Its real purpose was to 
circulate as money, and millions of dollars did 
so circulate in the colonies for nearly a century — 
namely, from their first issue in Massachusetts in 
1690 down to within a few years of the revolu- 



148 Book IL — Its Organisation. 

tion. They were issued by the colonial treasuries 
at first for military expeditions and other emerg- 
encieSy but latterly for general purposes. 

Sometimes these " bills of credit •• were made 
legal tender, and as such they were foisted on 
English merchants in payment of imports. This 
brought down the Home Government on them. 
Colonial governors were instructed to issue special 
proclamations against them, which they did as a 
rule in very vigorous terms. Governor Belcher 
of Massachusetts denounced them as ''bills or 
notes which promise nothing of any determinate 
value, and cannot have any general, certain, or 
established credit.*' He threatened to dismiss any 
officer of the militia who directly or indirectly 
gave any countenance '' to the passing of the said 
notes of hand.*' But proclamations availed little 
against them, and at last Parliament intervened. 
In 1740 the Bubble Act was extended to the 
colonies, and in 1757 colonial paper money was 
restricted to the amount needed for the current 
expenses of administration year by year. No 
extra issue might be made unless in case of 
invasion. 

The colonists, or " provincials *' as they were 
called, resented this interference with their local 
currency. It became, in fact, one of their long 
catalogue of grievances against the Home Govern- 
ment When the quarrel came to a head, what 
could be more natural and appropriate than that 
they should fight the British with anti- British 
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money ? It was hardly a matter of choice with 
them, for they had little money of any other 
kind. The total amount of specie in the thirteen 
states on the eve of the revolution was at the 
highest estimate under ten million dollars. When 
the Massachusetts Assembly met at Salem (June 
1774) after the battle of Lexington, it appointed 
a Committee of Safety and a committee for 
warlike stores. The latter was voted ninety 
thousand dollars for a war-chest; and the sum 
was judiciously expended on '^ ordnance ** together 
with 350 spades and pickaxes, 1000 wooden mess- 
bowls, and some pease and flour. Never was a 
great war begun on such a modest financial basis. 
In the following autumn delegates firom all the 
thirteen states met at Philadelphia and formed 
themselves into the first Continental Congress. 
Being merely delegates without either legislative 
or executive power, they could only make pro- 
posals to the states, which had to be left to them 
to carry out or not as they pleased. One of 
these was an issue of credit notes, which were 
assigned to the various states in certain propor- 
tions. They were to pay them out for military 
expenses, become responsible for them, and ar- 
range for their redemption by annual instalments, 
commencing in 1779. The Continental Congress 
lived for half a dozen years on successive issues 
of this paper money, the most ephemeral ever 
created. It never saw hard cash except in the 
form of occasional loans raised at Philadelphia 
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or in Europe. In 1778, when the war was at its 
height, all the metallic money used during the 
yeiur's campaign might, it was said, have been 
carried in a wheelbarrow. All the rest was 
** continental *' money, printed as required. 

How many Americans who express contempt 
by saying that "they don't care a continental" 
have the slighest idea of the original meaning of 
that favourite bit of slang? Meaningless as it 
sounds, there is a certain amount of historical 
dignity attaching to it. One of the most re- 
markable paper moneys that the world ever saw 
was popularly known in its brief day as ** con- 
tinental." It was so called from its authors the 
''Continental Congress," which financed with it 
the greater part of the War of Independence. It 
did for Washington and the leaders of the revo- 
lution what the ''greenbacks" did eighty years 
later for the Federals in the Civil War. Both 
were ruinously wasteful, but they served their 
purpose. In their subsequent history, however, 
they differed widely. The "continental" paper 
was got rid of as soon as possible, and its whole 
life did not much exceed six years. But a large 
portion of the " greenbacks " survive to the 
present day, and defy the efforts of the most 
powerful banking and financial interests in the 
country to get them cancelled. 

The records of the revolution teem with 
allusions to " continental " or " Congress " money 
as it was indifferently called. It also figures 
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frequently in fiction dealing with that stormy 
period. Mr Winston Churchill, in his novel 
* The Crossing/ adds zest to the brilliant adven- 
tures of Colonel Clark and his other heroes by 
alluding now and then to their monetary diffi- 
culties. It was much easier for them to capture 
towns than to get the townspeople to cash 
their notes. When Colonel Clark, the com- 
mander-in-chief of the Kentucky militia, planned 
his campaign against the British and French 
settlements in Illinois, he had first to go to 
Williamsburg to obtain the sanction and aid 
of the Virginia legislature. ^' Virginia had no 
troops to send us," he said, ^' and her men were 
fighting barefoot with Washington against the 
armies of the British king. But the governor 
gave me twelve hundred pounds in paper, and 
with it I have raised the little force that we 
have here." 

The first issue of *' continental " bills, though 
dated May 1775, did not get into circulation until 
August following. From that date up to the end 
of 1776, only about 20 million dollars of them 
could be turned out. Next year the output was 
still comparatively small, having scarcely reached 
26^ million dollars. But from 1778 onward the 
supply became liberal. In that year it amounted 
to nearly 67 million dollars, and in 1779 it rose to 
high-water mark with a total of close up to 150 
million dollars. As the war drew to a close the 
demand for "continentals" fell off, or it might 
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be more correctly said that the country was so 
saturated with them as to be unable to absorb any 
more. In 1780 the addition made to them was 
only 83 million dollars, and in 1781 it fell to \z% 
millions, including fiiUy one million dollars of a 
new issue more attractive than the original. The 
total issue from 1775 to 1781 was a little under 
360 million dollars, — more than ten times as much 
as would have served the purpose had it been 
properly regulated. 

A more ironical commentary on the folly of 
unlimited and unrestricted paper money there 
could hardly be than the rapidity with which 
*^ continentals " depreciated as the process of over 
saturation went on. As was observed more than 
a century later in the case of English bank-notes 
after the suspension of specie payments, they held 
their metallic value up to a certain point. Ac- 
cording to President Jefferson they did not fall 
much below par — in other words, below standard 
silver — until the issues passed 9 million dollars. 
In 1778, when the amount in circulation had 
risen to 50 millions, 3 paper dollars had to be 
given for one silver dollar. In 1779, when their 
average volume was over 150 millions, they fell 
to 45 paper dollars for one. silver dollar. At the 
end of 1780, when the whole country had been 
deluged with them, the ratio of paper to silver 
became 100 to i. 

In May 1781 they had fallen into such dis- 
credit that unfortunate holders willingly gave 
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500 of them for a hard dollar. This was at the 
rubbish rate of ten dollars for a penny. The 
Argentine dollar in its worst days could always 
command ninepence or tenpence in foreign ex- 
change; and even cedula coupons, after being 
ten years in default, had still a sporting value of 
a penny to three halfpence per dollar. The 
manufacture of ''continentals" was suspended 
in 1781, and then they seem to have rallied some- 
what. Alexander Hamilton treated them with 
unexpected liberality in his funding scheme of 
1790, which offered one dollar in new Six per 
cent bonds for every 100 paper dollars. By this 
time they were so widely scattered and so many 
hidden away that comparatively few came in. 
Millions of dollars of them remained in remote 
districts, and Pelatiah Webster says of this final 
remnant that ''it expired without a groan or 
a struggle." The last business recorded in them 
was at a thousand to one in silver dollars, — the 
very lowest price we should think that a national 
currency ever touched. Even more could be got 
to-day for Confederate bonds. Among the para- 
doxes of popular currency there is nothing so 
astounding as the ease with which this three 
hundred and sixty million dollars of " wild-cat " 
paper was issued, except it be the coolness with 
which the issuers left it to its fate, and the philo- 
sophic resignation with which the holders bore 
their loss. Years after it had gone out of use, 
bundles of it would be found in old chests. 
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Sometimes they would be taken to the market- 
place and publicly burned. 

Each of the thirteen states also manufactured 
''bills of credit'* on its own account, and the 
aggregate of their issues was estimated after- 
wards at 200 million dollars. The net loss to 
the people on the 260 million dollars of ''conti- 
nental " money has been calculated at 196 million 
dollars. Thus far the founders of the American 
republic "bills of credit" had a doubly sinister 
history. One of their sternest resolves at the 
close of the war was to be done with such things 
for ever. They took every imaginable precaution 
against a revival of them. We have seen how 
the very name of them was excluded from the 
constitution of 1789. For years after a word in 
their favour would provoke an explosion among 
the sound money men, either in the Senate or 
the House. Nevertheless, by some strange irony 
of fate this bogey of colonial governors, of the 
Continental Congress, and of the framers of the 
constitution, was destined to continue for more 
than a century a dominant factor in American 
currency. Again and again the evil spirit was 
exorcised but not killed, and it cannot even now 
be said to be buried beyond fear of resurrection. 

Not only did the fathers of the Republic do their 
utmost to protect it against paper money, but 
their successors for many years honestly tried 
to fulfil the trust handed down to them. It was 
not their fault if events proved too strong for 
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them. Let us give them credit for the fourteen 
years, from 1789 to 1813, during which they kept 
the Republic on a metallic basis. A second war 
then called for war measures, and '^ bills of 
credit" had to be once more resorted to. But 
a much safer and more solid t)rpe of them was 
now devised than that of the Continental Con- 
gress. When this emergency had passed, the 
Treasury notes created to meet it were duly 
funded, and in course of time redeemed. 

The paper money bogey did not reappear till 
the financial crisis of 1837 — smother emergency 
which demanded exceptional currency. Though 
severe and widespread it was gradually overcome, 
and there were no more " bills of credit " till 1857, 
when a third war had to be financed — ^that with 
Mexico. The Mexican war series had hardly 
been got rid of, when the last and heaviest of 
all calls on the credit of the Republic had to be 
faced. The " greenbacks ** of the Civil War stand 
out above all previous issues, not only in their 
magnitude, but in the momentous character of 
the cause they had to serve. Nevertheless, they 
were only "bills of credit," differing merely in 
form from their many and varied predecessors. 

Whatever differences there may have been 
among them in details, all the issues of Treasury 
paper, from 1775 down to 1865, were alike in 
principle. The whole of them fell under Chief- 
Justice Marshall's famous definition of bills of 
credit as " paper issued by the sovereign authority, 
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and intended to circulate as money." This is 
not only a legal definition of them, but it sug- 
gests their most radical defects. And the latter 
furnish us with a key to the characteristic peculi- 
arities of United States currency. The most 
striking of these, firom an English standpoint, are 
the large share of the paper money of the country 
that has been directly created by the Government 
at its own risk and on its own responsibility ; the 
great diversity and lack of principle there has 
been in such creations, due, no doubt, to their 
having been imperatively called for by national 
emergencies ; the abrupt intrusions of the Govern- 
ment into the business of providing paper cur- 
rency, and its equally abrupt withdrawals; the 
rapid and bewildering changes thereby caused 
firom one form of paper money to another; the 
absence of systematic co-operation between the 
Government and other legalised purveyors of 
paper money; the often disastrous rivalry that 
has obtained between the national Treasury and 
the note-issuing banks ; the strong jealousy which 
still exists between the banks and the Treasury, 
both in their banking and their currency opera- 
tions; worst of all, the chaos of note issues to 
which the Treasury and various sets of inde- 
pendent issuers unceasingly contribute. 

The practical effect of all these rivalries and 
overlappings is bad, and could not fail to be so. 
The American people are so confused with their 
medley of heterogeneous dollars that they have 
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given up trying to distinguish one from the other, 
either as regards quantity or quality. They know 
from the statistics with which they are abun- 
dantly supplied by the Comptroller of Currency 
that they possess much more than the average 
amount per head of paper money as well as a 
higher average per head of metallic money than 
most countries. But whether their total volume 
of currency bears any rational proportion to the 
work it has to do; whether it is inadequate, or 
in excess, or just the right amount ; whether they 
could with advantage use more of it or do better 
with less of it, — these are questions still hovering 
in mid-air. 

'' Bills of credit," if not so terrible a bogey as 
they were to the founders of the Republic, are now 
much more varied and perplexing. Formerly 
Congress had to struggle with only one kind of 
them at a time, and it is significant that the 
same sort seldom received a second trial. The 
ingenuity of the Treasury and of Committees of 
Ways and Means in devising new styles of paper 
money was quite inexhaustible. It reached its 
climax during the Civil War, and has since 
been inclined to moderate its prolific zeal. The 
tendency is now toward simplification, but it 
may take a long time to reduce all the piebald 
dollars still in circulation to one or two uniform 
types. 

The above outline of the antecedents of United 
States paper money shows that during the greater 
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part of its history it has been in a state of ab- 
normal inflation. Short periods of normal supply 
are interspersed with long periods of over-supply. 
Among the latter are at least two periods of phe- 
nomenal excess. A country which has under- 
gone even one such orgy of inflation cannot be 
expected to return quickly to safe and moderate 
limits. It may be doubted if American currency 
has yet reached that stage of recovery from the 
free silver mania produced by the Bland and 
Sherman laws. Though the piles of useless silver 
with which these laws filled the Treasury vaults 
have, so to speak, been neutralised, the ultimate 
question of a scientifically safe and sufficient cur- 
rency has not yet been faced either by Congress 
or by the people themselves. 

Thanks to their prolonged and tolerant experi- 
ence of " bills of credit," the Americans have been 
at all times much more familiar with currency in- 
flation than European states generally are. They 
have seldom known what it is to have an adequate 
currency and no more. They are generally at 
one extreme or the other, — glut or famine, — and 
much oftener glut than famine. This circum- 
stance may explain the comparative neglect they 
have shown to one important aspect of the cur- 
rency problem, — the most important, in fact, 
that remains to be investigated. We refer to the 
relation between the volume of currency and the 
work — commercial and financial — which it may 
have to do. This point has nowhere received 
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the attention it deserves, and least of all in the 
United States. That it should have been over- 
looked by the people who take the greatest scien- 
tific as well as practical interest in currency 
questions is somewhat remarkable. 

Why is it that the homely maxim ^' enough is 
as good as a feast " should be applied to every 
kind of business except currency? It is intelli- 
gible that mankind should think it impossible to 
have too much gold and silver, but these metals 
are coveted for their own sake rather than for 
their monetary powers. But it is in the last 
degree paradoxical that paper money should be 
coveted for its own sake, and not by individuals 
only but by whole nations. Above all, it is in- 
conceivable how such a craze should be found at 
its very worst among some of the most intelligent 
level-headed people in the world. The Americans 
had bad attacks of it in their early days, and it 
has still millions of dupes west of the Mississippi. 

We have only to get down to the elementary 
principles of paper money in order to see how 
misleading this fallacy is. Let us recall the his- 
torical fact that the earliest, and in this respect 
the best, type of paper money — the bill of ex- 
change — was invented to eke out inadequate 
supplies of metallic money. It economised gold 
and silver in two ways, — first, by lessening the 
necessity to transport them from one place to 
another ; and secondly, by circulating from hand 
to hand as money. The original bill of exchange, 
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given in payment of goods or securities, had the 
goods or securities behind it. The amount of 
bond fide bills in circulation at a given time could 
not exceed the value of the property transferred 
by them from sellers to buyers. There was con- 
sequently little danger of their being in excess. 
While it remained a purely commercial docu- 
ment the bill of exchange was a self-adjusting 
currency. But into its modem offshoots the ele- 
ment of credit insinuated itself more and more, 
until it completely overshadowed the commercial 
element. And the larger the proportion of credit, 
the more difficult it became to adjust the volume 
of paper to the work required of it. 

The first variation of the original bill of ex- 
change was the goldsmith's promissory note, 
which had a sort of lien over his deposits. The 
next advance was the promissory note of the 
Bank of England, which under its charter was 
made transferable by endorsement. The note 
payable to bearer on demand, which is now the 
bank-note of English commerce, was a much 
later device. At each successive step in this 
evolution the facilities of manufacture become 
larger and the checks on over -supply become 
weaker. A currency of goldsmiths' bills would 
be more elastic than one of bills of exchange 
only. A currency of Bank of England bills 
would be still more expansive, and the effect of 
this was soon seen in the fillip they gave to spec- 
ulation which ended in the South Sea Bubble, 
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This was a clear case of over-supply of paper 
money. No one thought of adjusting the issue 
of such bills to the bond fide commercial and 
financial needs they professed to serve. The 
chief thought of their issuers was to get them 
into circulation. When transferable notes were 
superseded by notes to bearer payable on demand, 
the volume and the area of circulation were both 
vastly enlarged. In a corresponding degree it 
became more difficult to gauge their sufficiency 
or otherwise. During the twenty years, firom 
1797 to 1817, when the check of specie pay- 
ments was suspended, English bank-notes were 
in practically unlimited supply. The English 
idea of that day was very much akin to the 
Western idea of to-day, that abundance of paper 
money is desirable for its own sake, however 
much it may exceed the volume of business to 
be done. A large proportion of the town issues 
and a still larger proportion of the country issues 
were, in fact, not currency but artificial creations 
of banking capital. 

Thanks to the limitation of uncovered paper 
issues by the Bank Act of 1844, the line is now 
pretty clearly drawn in England between cur- 
rency proper and currency which is only a 
fictitious kind of capital. It is not excess of 
paper money that has to be feared on this side 
of the Atlantic. Our chief trouble arises from 
the international scramble for gold, in which 
the Americans take a leading part. On the 

L 
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other hand, what they have most to fear is the 
multiplication of paper money for other than 
monetary uses. Of all civilised countries, the 
United States has been least careful to confine 
its currency to the proper business of a circulat- 
ing medium pure and simple. Bastard func- 
tions, devised by political and other schemers 
for special ends, have been grafted on its legiti- 
mate functions. More especially has it been 
made to serve the mistaken object of rendering 
money plentiful. 

That is the distinctive vice of the ''bill of 
credit'' policy. The New England colonists 
frankly admitted it in their case. Nowadays if 
it is not acknowledged by cheap money senators 
and lobb)dsts it is equally well understood. Cur- 
rency is desired for its own sake not merely 
by populist stump orators but by business men, 
bankers, and Wsdl Street operators. This sig- 
nificant fact may furnish a clue not only to 
the exceptional volume and variety of American 
currency, but also to some sinister peculiarities 
in American finance. In all civilised nations 
currency is closely interwoven with banking 
operations, but in the United States banking is 
only one of the channels in which its influence 
is directly and powerfully exercised. It stands in 
close alliance with the most gigantic speculation. 
It is the tool of trusts and financial combinations 
which one day may be strong enough to defy 
Congress itself. It has been an agent of no small 
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importance in the creation of multi-millionaires 
and monopolists. 

That currency can be and has been created in 
the United States for the artificial stimulation of 
business will hardly be denied. It is demon- 
strated that the principal increases of late 
years have been in paper currency, especially in 
national bank-notes. The subjoined table shows 
that between the ist November 1903 and the 
1st January 1906 no less than 244 million dollars 
of new money was put in circulation. Rather 
less than one -half of the increase was in gold 
($110,000,000), and the other half ($119,000,000) 
was in national bank-notes : — 



Gold, Silver, and Paper Circulation in the 
United States, 1903-1904-1906. 





xtt November 


xttNovembtr 


xtt JamiMT 




1903. 


X904. 


1906. 


Gold coin . . 


•6ai»7S3»a97 


•641,793,093 


$654,168,025 


Standard sflver dollan . 


78.916,739 


79,443.133 


83,736,aa7 


Subsidiary silver • 


96»a3S.458 


100,408,128 


1x0,029,365 


Gold certificates . 


401,646,299 


490,193,759 


480,939,019 


Silver certificates . 


46a.363.039 


47a,7i3,83a 


463.960,485 


Treasury notes, 1890 . 


16,780,175 


",551*887 


8,274,884 


United States notes 


340.96i»343 


342.132,421 


343.262.09x 


National bank-notes 


4o8,738,5»8 


445,240,418 


Sa7,i73,475 




$2427,394,868 $2583,476,661 $2671,543,571 



When millionaire bankers call for a more 
" elastic " currency they can, as the above table 
proves, mean only one thing. There are but 
two of these eight kinds of money that have 
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any elasticity — gold and national bank-notes. 
The millionaire bankers can get as much gold 
as they want in the open market. No fresh 
legislation is needed to increase its supply. It 
must therefore be an '' elastic" national bank- 
note they pine for. Unfortunately that is the 
kind of money the Americans should be most 
shy of. It is to be their special currency trouble 
in the near future. 
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CHAPTER VIII. 

" DOLLARS. 

Since the gold standard was formally adopted by 
the United States in 1873, it has never been 
endangered by natural but only by artificial 
causes. The usual difficulty with most countries 
in maintaining a gold standard has been scarcity 
of gold. Some countries are not rich enough to 
afford it, and others, which have not the excuse 
of poverty to plead, can neither get enough of 
it nor retain what they have. The United States 
no longer labours under either of these disadvan- 
tages. Ever since it resumed specie payments 
in 1879, it has accumulated both gold and silver 
almost without an effort. Only for a brief period 
of three years, between the panic of 1893 and the 
revival of 1896, was there a real gold crisis. Even 
then the estimated stock of gold in the country 
never fell much short of nine dollars per head. 
Only about half a dozen nations in the world 
have at the present moment (1906) a higher 
average per head of gold than the United States 
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possessed in 1895, when the suspension of specie 
payments was a daily dread. Canada still con- 
tinues to get along with the same nine dollars 
per head of gold that so nearly failed to preserve 
the national solvency of her powerful neighbour. 

It looks now almost absurd that there should 
have been so much alarm as to the stability of 
a gold standard, which only once had less than 
600 million dollars of solid gold behind it. What 
if it had got muddled up in Congress with over 
600 million dollars of silver? A little patience 
and skilful management could straighten out that 
tangle, and they have actually done it. The silver 
scare of 1895 is as dead as Queen Anne, and would 
be as difficult to revive in the United States as in 
any part of Europe. Scarcity of metallic money, 
whether gold or silver, has ceased to be an Ameri- 
can bogey. Plethora is to be the future danger, 
and if it were not disguised for the moment by 
abnormal demands originating in Wall Street, it 
would already be making itself felt. 

At the end of 1895 the stock of gold in the 
United States was estimated at 636 million 
dollars, and of silver at 626 millions. Gold 
passed the billion dollar mark in 1900, when the 
total stock was returned at 1034 million dollars. 
Silver had meanwhile remained stationary, its 
aggregate at the end of 1900 having been 647 
million dollars. In the first five years of the 
new century gold gained a further 300 million 
dollars, making a total stock of 1325 millions. 
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Meanwhile, silver, instead of going utterly to 
the bad as pessimists had predicted, surprised 
even its friends by making a strong rally. In 
the past two years there has been such a revival 
in the demand for it as to raise the price nearly 
50 per cent above the lowest point touched. The 
663 million dollars of silver money owned by the 
United States at the end of 1905 were conse- 
quently worth 200 million dollars more than 
they had been in 1903. 

The Americans have thus, in the natural course 
of events, and by the simple process of leaving 
the precious metals alone, found a way of escape 
from the monetary worries of ten years ago. 
They have to-day a superabundance of ''hard" 
money — nearly 2000 million dollars — and the 
proportion of paper money to the whole has 
fallen so low that it could hardly cause serious 
trouble even if it were not specially protected. 
Resting as it does on the highest national credit 
in the world, that of the United States, it should 
be as good for all commercial uses as either gold 
or silver. It is, in fact, so good that it should 
be able to do quicker and better work than any 
other existing currency. The craze of the day, 
however, is not to get quicker work, but more 
currency. The channels of exchange, instead of 
being kept clear so that money may flow easily 
and naturally to wherever it is needed, are clogged 
with artificial issues which have no real circu- 
lating power. 
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The United States being now on a permanent 
gcrfd basis, and the great mass of its money con- 
sisting of the precious metals, its position in 
regard to these is of much greater practical 
interest than any paper money issue it can pos* 
sibly have to deal with. In relation to both 
gold and silver it is exceptionally well situated. 
It produces both metals in large quantities, and 
it has never much difficulty in supplementing its 
domestic supplies from abroad when necessary. 
A positive scarcity of either gold or silver, such 
as may happen any day in London, is almost 
impossible in New York. Between home pro- 
duction and importation there is invariably a 
substantial gain at the end of each year. 

In the forty years from the close of the Civil 
War down to 1905, the total output of gold from 
United States mines was recorded as 1940 million 
dollars, equal to 48 >^ million dollars per annum. 
During the same period nearly 500 million dollars 
was imported, making a total supply of 2440 million 
dollars. The total export was estimated at 9705^ 
million dollars, which, deducted from the combined 
imports and domestic output, would have left 
1470 million dollars. Much to the credit of the 
statistical branch of the Treasury, that amount 
tallies fairly well with the estimate of gold now 
in the country. But the statisticians have not 
been so fortunate with their silver figures. These 
show an aggregate output for the period 1865- 
1905 of 2066 million dollars, and a net loss on 
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exportation of 702 million dollars. There should 
consequently be something like 1364 million 
dollars, or nearly double the amount actually 
on hand. The unrecorded leakages of silver must 
consequently have been much larger than the 
leakages of gold. 

It is a mere matter of figures to show how little 
excuse the United States has for monetary trouble, 
so far as the precious metals are concerned. The 
subjoined series of tables throw a striking light on 
(i) its copious supplies of native gold and silver ; 

(2) its liberal, not to say lavish, rate of coinage ; 

(3) its imports and exports of the precious metals ; 
and (4) its estimated net gain of gold and silver 
from all sources in the past forty years: — 

I.— United States Gold Produced and 
Coined, 1893- 1905. 





Prodttowl. 


Corned. 


'893 


•35,955,000 


$56,997,020 


1894 


39,500,000 


79,546,160 


1895 


46,610,000 


59,616,357 


1896 


53,088,300 


47.o53»o6o 


1897 


57,363,000 


76,028,485 


1898 


64,463,000 


77,985,757 


1899 


71.053,400 


111,344,220 


1900 


79,171.000 


99,272,942 


I90I 


78,666,700 


101,735,187 


1902 


80,000,000 


47,184,932 


1903 


73,591,700 


43,683,970 


1904 


80,464,700 


233,402,428 


I90S 


86,337,700 


49,638,441 




$846,264,500 


$1083,488,959 
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II.— United States Silver Produced and 




Coined, 1893-1905. 






ProdncwL 


CoilMd. 


1893 


♦77,575,757 


•8,802,797 


1894 


64,ooo,ocx> 


9,200,350 


1895 


72,05 1,OCX) 


5,698,010 


1896 


71,387,800 


23,089,899 


1897 


69,637,172 


18,487,297 


1898 


70,384,485 


23,034,033 


1899 


70,806,626 


26,061,520 


1900 


74,533,495 


36,345,321 


1901 


71,387,800 


30^838,460 


1902 


71,757,575 


30,028,167 


1903 


70,206.060 


19,874,440 


1904 


74,579,800 


15,695.610 


1905 


76,203,100 


6,332,181 




•934,510,670 


•253,488,085 



III.— United States Gold and Silver Produced 
AND Coined, 1893-1905. 





Produced. 


Coined.* 


1893 


•"3,530,757 


•66,934,749 


1894 


103,500,000 


89,184.688 


1895 


118,661,000 


66,196,798 


1896 


124,476*100 


70,975,678 


1897 


127,000,172 


96,041,882 


1898 


134,487,485 


102,144,625 


1899 


141,860,026 


139,243,191 


1900 


153,704,495 


137.649,101 


I90I 


150^054,500 


134,693,770 


1902 


151.757,575 


79,660,896 


1903 


143,797,760 


65,809,691 


1904 


155,044,500 


250,781.567 


1905 


152,540,800 


58.269,177 




•1770^415,170 


•1357,585.813 



* Including fractional silver. 
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From Table I. we learn that the United States 
is practically a self-supporting country as regards 
gold coinage. In the thirteen years from 1893 
to 1905, it raised from its own mines (with some 
possible help from Mexico and the Yukon) 846 
million dollars of gold. During the same period 
it coined gold to the aggregate value of 1083 
million dollars — only 237 million dollars more 
than the domestic output. But if we eliminate 
the exceptional year, 1904, when the coinage ran 
up to 233 million dollars, or nearly three times 
the normal average, the coinage will almost ex- 
actly balance the home production, — a very 
comfortable position for a gold standard country 
to be in. 

On turning to the silver table we find a large 
surplus production. The output aggregated in 
the thirteen years, 1893 -1905 (reckoning silver 
at coining value), 934 million dollars, while the 
coinage amounted to only 253 million dollars. 
Not much more than a fourth of the home pro- 
duct was coined, and the other three-fourths had 
to be disposed of otherwise. Strictly speaking, 
the new silver coined was a mere fraction of 
the product of corresponding years. The large 
coinages shown in the above table for the years 
1896 to 1902 were in fact made from old silver 
that had accumulated in the Treasury while the 
Sherman Law of 1890 was in operation. It was 
practically exhausted in 1904, and the coinage 
of 1905 showed, it will be seen, a heavy drop 
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in consequence. Hereafter the United States 
mints are not likely to be called upon often for 
other than fractional silver money. 

Taking the two precious metals together, as 
shown in Table III., the home product has con- 
siderably exceeded the demand for coinage. Its 
aggregate of 1770 million dollars in the thirteen 
years goes against an aggregate coinage of 1357 
million dollars. All the metallic money created 
by the United States during that period was 
thus covered by the home supply— or at least by 
its market value, — and fully 300 million dollars 
remained over. Outside of Mexico, South Africa, 
and Australia, the United States is in this respect 
unique. It has not, however, begun yet to realise, 
or even to suspect, the advantange that its ample 
domestic supplies of the two monetary metals 
have been to it. Not its currency alone, but 
its banking business, and through that its whole 
industrial and commercial system, have benefited 
firom the continuous yield of its gold and silver 
mines. If this had been more adequately appreci- 
ated in the past, less anxiety would have been felt 
about the foreign movements of gold and silver. 

Table IV. shows that in the past thirteen years 
(1893 -1905) the gold imports and exports have 
balanced each other to eleven million dollars, 
or less than a million dollars a-year. The bulk 
of the gold coinage had consequently to be drawn 
firom the domestic supply. Of silver there was 
such an abundant home production that little 
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more than a fourth of it was coined ; less than 
a third of it was exported, and the surplus must 
have been used commercially or stored as bullion. 

IV.— Net Imports and Exports of Gold compared 
WITH THE Home Product, 1893-1905. 



1893 
1894 

1895 
1896 

1897 
1898 

1899 
1900 
1901 
1902 
1903 
1904 
1905 



Excess of imports. 



$44,653,200 

104,985,283 

51432,517 

12,866,010 
3,452,304 

17,595,382 



Excess of exports. 

♦87,506,463 

4,528,942 

30,083,721 

78,884,882 



HooM products. 

•35.955,000 
39,500,000 
46,610,000 
53.088,300 
57,363,000 
64,463,000 
71,053,400 
79,171,000 
78,666,700 
80,000^000 
73.591,700 
80,464.700 
86,337,700 

$234,984,696 $245,751,214 $846,264,500 



3,693,575 

2,108,568 
38,945,063 



-Net Imports and Exports of Gold compared 
with THE Coinage, 1893-1905. 



1893 
1894 
1895 
1896 

1897 
1898 

1899 
1900 
1901 
1902 
1903 
1904 
1905 



Net imports. 


Net exports. 


Coini«e. 


• •• 


♦87,506,463 


•56,997,020 


... 


4,528,942 


79,546,160 


... 


30,083,721 


59,616,357 


$44,653,200 


78,884,882 


47.053,060 
76,028,485 


104,985,283 


• «• 


77,985,757 


51,432,517 


... 


111,344,220 


..• 


3,693,57s 


99,272,942 


12,866,010 




101.735,187 


3.452.304 


... 


47,184.932 




2,108,568 


43,683,970 


17,595,382 


... 


233,402,428 


... 


38,945,063 
$245,751,214 


49,638441 


$234,984,696 


$i/>83,488,959 



174 -5<wi // — Its Organisation. 



VI.— Total Production. Coinage, and Export 
or Silver, 1893-1905. 



1893 
1894 
1895 
1896 

1897 
1898 
1899 
1900 
1901 
1902 

1903 
1904 
1905 



Exportod* 
$17,544,067 

37,164,713 
27,084,107 

31,764,484 
31,413,411 
24,177458 
25,643,999 
21,455.973 
27,898,659 
21,410,136 
20,086,768 
21,703,888 

21,363,947 

•934,510.670 $253,488,085 $328,711,610 



Total productioQ. 

•77,575i757 
64,000,000 
72,051,000 
71,387,800 
69,637,172 
70.384,485 
70^806,626 

74,533,495 
71,387,800 

71,757,575 
70,206,060 
74.579,800 
76.203,100 



$8,802,797 
9,200.350 
5,698,010 
23,089,899 
18,487,297 
23,034,033 
26,061.520 

36,345,321 
30^838,460 
30,028,167 
19,874,440 
15,695.610 
6,332,181 



A broader comparison of the home and foreign 
supplies of metallic money, extending over a period 
of forty years (1865-1905), places beyond doubt 
the self-dependent position of the United States 
under normal conditions. When gold has to be 
drawn from abroad, it is not, as a rule, for purely 
monetary reasons or even for commercial needs, 
but for speculative emergencies. 



[Table VII. 
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VII.— Forty Years* Accumulation of Gold 
AND Silver— 1865-1905. 



1865-1905. 


ExcMtofimportt. 


SxotM of •Jtportt. 


Gold 


♦499,637,000 


1970,476,000 


Net loss .... 
Home production . 


470,839,000 
1939,969,000 


... 


Net surplus . . . 


$1469,130,000 


••• 


Silver 

Home production . 


••• 
... 


$702,558,000 
2065,971,000 


Net surplus . . . 


•1363,413,000 







As a crowning example of the undue import- 
ance which is being given nowadays to the 
precious metals as factors in international bank- 
ing, let us contrast their net imports and exports 
with the enormous mass of American currency 
supposed to be dependent on them. The sub- 
joined table (VIII.) exhibits for selected years — 
from 1865 to 1905— (i) the excess of imports or 
exports of gold from the United States ; (2) the 
excess of imports or exports of silver ; and (3) the 
total volume of currency in the United States in 
the corresponding years : — 
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VIII.— Gold and Silver Movements compared 
WITH Total Currency. 





Gold. 


Silver. 






Excttsof 
exports. 


Excess of 
imports. 


Excess of 
exports. 


Total canencj. 


1865 
1878 
1890 
1896 

1900 

1905 


$51,882,000 

78,884,000 

3,693.000 

38,945,000 


• •• 
$4,125,700 

• •• 

• •• 


$5,950,000 
8,044,000 
13,841,000 
31,764,000 
21,456,000 
21,364,000 


$770,129,000 
789,790,000 
1685,123,000 
1799,975,000 
2339,700,000 
2883,109,000 



No banking reader can fail to be struck by the 
insignificant volume of the above gold and silver 
movements as compared with the currency. The 
largest gold movement shown in the table is a 
net export during 1896 of nearly 79 million dollars. 
Big as that looks in print, it was only about 4 per 
cent of the aggregate currency then in existence, 
namely, 1800 million dollsurs. The only other 
two comparisons of any weight are the net 
gold export of nearly 52 million dollars in 1865 
and that of 39 million dollars in 1905. But the 
former represented less than 7 per cent of the 
contemporaneous volume of currency, and the 
latter was barely i>^ per cent. Even in such 
difficult times as New York has been passing 
through of late, it has shown quite as much 
power to draw gold from Europe as Europe has 
to draw gold from it. In any case the final 
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balance on the year is seldom likely to be so 
large as either to add to or to subtract materially 
from the gold in the country. 

In the United States gold is not merely cur- 
rency, it is also banking capital: and the latter 
function is gradually becoming the more im- 
portant of the two. Fully 40 per cent of the 
gold and silver in nominal circulation is really 
held by the banks as banking reserves. Of the 
increases recorded from year to year, between 
30 and 40 per cent also goes into bank- vaults 
and remains there. On every gold or silver 
dollar they store, the banks can make four dollars 
of loans or discounts. That, as the following 
table (IX.) shows, is where the **hard" dollar 
finds its chief vocation : — 

IX.— Specie in United States Banks, 1893-1905. 





In National 


In State 


Total in 


Total in 




banks. 


banks. 


banks. 


circulation. 


1893 


$251,253,648 


$141,133,000 


$392,386,648 


$908,807,000 


1894 


218,041,223 


152,257,000 


370,298,223 


1022,708,000 


1895 


206,712,410 


136,790,000 


343,502,410 


1037.944,000 


1896 


a25. 540,709 


121,499,000 


347.039,709 


1021,638,000 


1897 


252,163,552 


139,248,000 


391,411,552 


1137,961,000 


1898 


328,600,711 


151,109,000 


479.709,7" 


1321,657,000 


1899 


314,825,376 


154,601,000 


469,426,376 


1433.677,000 


1900 


359,672,224 


160,933,000 


520,605,224 


1524,488,000 


I90I 


369,652,498 


164,101,000 


533,753.498 


1645,039,000 


1902 


391,281,661 


164,598,000 


555,879,661 


17321729.000 


1903 


378,290,426 


192,438,000 


570,728,426 


1803,081,000 


1904 


484,187,822 


206,366,000 


690,553.822 


1887,547.000 


1905 


495,479*453 


211,176,000 


706,655,453 


1873,491.000 


Increase, 










1893-1905 


344,225,805 


70,043,000 
M 


314,268,805 


964,684,000 
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Unreasonably large as the bank holdings of 
specie may appear to be, compared with the 
total amount in circulation — namely, 706 million 
dollars out of an aggregate of 1873 millions — 
it is certainly not over-estimated. It represents 
only the amounts held by banks reporting periodi- 
cally to the Comptroller of the Currency. For 
non-reporting banks, trust companies, and other 
quasi - banking institutions, a further allowance 
of probably 300 million dollars ought to be made. 
In round figures, the bank holdings of gold and 
silver at the end of 1905 had been about one 
thousand million dollars, or 60 per cent of the 
whole amount in circulation. It is again a 
question if some allowance should not be made 
for the large amounts of American gold coin 
generally held by European banks. If all the 
non-current stocks of gold could be completely 
eliminated, the effective gold currency — that is, 
gold in the pockets of the people — would be a 
comparatively small residuum. 

The main question before us, however, relates 
to the specie held by the banks as cash reserves. 
That is not, properly speaking, currency, and 
ought not to be treated as such. It serves quite 
a different purpose, and has to be judged by 
different principles. From the point of view of 
the banks it is "ear-marked" gold, not unlike 
the special gold reserve which the Government 
of India holds at the Bank of England against 
its note issues. From the point of view of the 
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public it is phantom gold, as the banks cannot 
part with any of it without proportionately re- 
ducing their deposits, which implies reducing 
their advances. 

The buoyancy and feeling of confidence which 
rising gold reserves give to the banks and their 
customers may be very misleading. Their ex- 
pansion may quite as often be a bad sign as a 
good one. Just as a large increase of national 
bank-notes may simply mean the creation of 
many new national banks, so a large increase 
in the gold reserve of a bank may merely indi- 
cate an extension of its advances. As has been 
already remarked, every dollar of gold may be 
made the basis of four dollars of liabilities. The 
gold dollar itself is a small detail compared with 
the use tnade of the four dollars of banking credit 
based on it. If that be bad, the 25 per cent of 
gold reserve held against it will be a very partial 
safeguard for the creditors and shareholders of 
the bank. 

This drawback is not peculiar to the United 
States, however. It is common to the cash 
reserves of all modern banks. Precisely in the 
same way they have a tendency to foster false 
confidence and to encourage undue expansion of 
banking credit. Why do London bankers watch 
with anxious and eager eyes every shipment of 
gold received from abroad ? Not for the sake of 
the gold itself, but because the mere possession 
of it will justify them in increasing their dis- 
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counts and advances to four times the amount 
of its nominal value. When the gold goes out 
again» it takes with it banking power to four 
times the amount of its nominal value. That 
is why there is so much wailing in one case and 
rejoicing in the other. 

A gain of one million sterling in the Bank of 
England reserve or of five million dollars in the 
cash reserves of the New York associated banks 
may become the occasion of banking operations 
which will end in losses of three or four times 
as much. In such cases the '' hard " dollar may 
be a delusion and a snare. I would not go so 
far as to say that a plethora of gold has caused 
as much unsound banking as a plethora of paper, 
but it has certainly the same tendency. At best, 
specie reserves are sterilised banking resources. 
They earn nothing, and they are no check on 
bad banking. They are simply a portion of the 
assets of a bank set aside to be readily available 
as salvage in the case of shipwreck. Therefore 
though two thousand million " hard " dollars may 
look magnificent in a currency return, the Ameri- 
cans should never forget that 60 per cent of 
them is "ear -marked" by the banks and trust 
companies. It is like the "emergency" cab at 
a German railway station, only available in case 
of war or earthquake. 
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CHAPTER IX. 

ITS TWENTY THOUSAND BANKS. 
I. — THE STATE BANKS, 

The pivot of American finance is a banking 
system which includes no less than twenty 
thousand banks. The actual number given in the 
latest annual report of the Comptroller of the 
Currency (December 1905) was 19,910. It is not 
an unreasonable assumption, therefore, that they 
have since reached, if they do not exceed, 20,000. 
The Comptroller divides them into three classes : 
I, National; 2, State and other banks; 3, Non- 
reporting, which we may take to mean private 
banks. The relative strength of the three 
divisions was as follows : — 

Banking Power of the United States, 
December 1905. 





No. 


Capital. Deposits. 


National banks . 


5,668 


•791,567,231 13783,658,494 


State and other 






banks. . . . 


10,742 


671,599,149 7567,080,822 


Non-reporting 
(private banks) 






3,500 


76,664.000 435,582,000 




19,910 


• 1539,830,380 •11.786,321,316 
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These figures will be a surprise even to the 
intelligent reader. It may cause him a shock 
to discover suddenly a vast money power of 
which he has hitherto had a very dim, hazy, and 
inadequate conception. There are not many 
American institutions under -estimated in these 
days even by foreigners^ and still less by the 
Americans themselves. But here is one — the 
banking system. How many people had any 
suspicion that the United States possessed twenty 
thousand banks with an aggregate capital of close 
on 1540 million dollars, and deposits amounting 
to 11,786 million dollars, equal to 2357 millions 
sterling ? The ordinary man stands aghast before 
such figures. He requires all his arithmetical 
skill to grasp them merely as figures. Their 
political and financial significance may be quite 
beyond him. He might think he was being made 
fun of if he were told that these twenty thousand 
banks are the real rulers of the United States. 

Nevertheless, that is about as sure as anything 
can be in the obscure and confused sphere of 
political economy. The money power was never 
stronger or farther reaching in the United States 
than it is to-day, and it operates chiefly through 
these twenty thousand banks. Through them it 
controls elections, which means that it controls 
Congress : it dictates the policies of the principal 
railroads, and it has a dominant voice in all the 
great industrial organisations. The twenty thou- 
sand banks form a financial network covering 
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the whole Union. They have every trade and 
industry more or less at their mercy. They hatch 
new schemes and set their own nominees to carry 
them out. They supply presidents, directors, and 
lobbyists to all sorts of corporations. They can 
fit out a railroad, a trust, or an insurance com- 
pany with a new administration at an hour's 
notice. They provide Wall Street with pools 
and syndicates as part of their routine business. 

What, indeed, might not be done with nearly 
twelve thousand million dollars — two thousand 
four hundred millions sterling — at one's com- 
mand? Even a fool might boss creation with 
such a weapon in his hand. But take a few 
thousands of the brightest men in America, and 
what may they not do with twelve thousand 
million dollars.? Practically they may do what- 
ever they like, and that is just what they have 
been doing for a good many years past. But 
for the financial combinations which the twenty 
thousand banks rendered possible, there could 
have been no Steel Trust, no Coal Ring, no 
Railroad Mergers, no two million share days in 
Wall Street. All the heroic finance— or, as they 
would call it in Boston, the '' firenzied finance " — 
of the past decade is an outcome of banking 
operations carried on with boundless energy and 
resources. 

Where everything has been shooting up like 
Jonah's gourd, it is a real distinction to be 
foremost. That distinction belongs undoubtedly 
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to the banks of the United States. The crops, 
the output of minerals, manufactures, railroad 
traffics, foreign trade, may all show phenomenal 
growth, but the crowning glory of all is the 
progress of the banks. This dates in a special 
manner from 1893, when the repeal of the silver 
purchasing clause in the Sherman Law reassured 
the country as to its monetary standard. At the 
end of 1893 there were in the United States about 
13,000 banks of all kinds — national, state, and 
private. At the end of 1905 they numbered close 
on 20,000 — ^an increase of fully 50 per cent. The 
total resources of the 13,000 banks in 1893 were 
estimated at 7500 million dollars or 1500 millions 
sterling. The 19,910 banks in operation at the 
end of 1905 (KDSsessed aggregate resources of 11,786 
million dollars — nearly 60 per cent increase. 

Nearly seven -eighths of these banks furnish 
periodical rei>orts to the Comptroller of the Cur- 
rency as to their condition and their operations. 
A detailed comparison can be made of these in 
the two years 1893 and 1905, distinguishing their 
capital stocks, circulation, deposits, loans, &c. 



[Growth of Banks 
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Growth of United States Banks, 1893- 1905. 





1893. 


1905. 


National Banks^ 






Number 


3807 


S668 


Loans . 


. $1843,600,000 


•3929»5<»,ooo 


United States bonds 


224,000,000 


569,900,000 


All other bonds 


148,500,000 


669,500,000 


Cash . 


310,300,000 


679.700.000 


Capital stock . 


678,500,000 


771,600,000 


Surplus . 


350,200,000 


615,300/xx) 


Deposits 


1465,400,000 


3783,600,000 


State^ &*c,. Banks-- 






Number 


5685 


10,742 


Loans . . . 


$2348,100,000 


$5097,800,000 


United States bonds 


149,900,000 


18,700,000 


All other bonds 


859,600,000 


2729,700,000 


Cash . 


205,600,000 


314,200,000 


Capital stock . 


406,000,000 


671,600,000 


Surplus . . . . 


346,200,000 


824,200,000 


Deposits 


3070,400,000 


7567,100,000 


All Banks— ' 






Number 


9492 


16,410 


Loans . . . . 


$4191,700,000 


$9,027,200,000 


United States bonds 


373,900.000 


588,600,000 


All other bonds 


1008,100,000 


3,399,200,000 


Cash . . . . 


515.900,000 


994,100,000 


Capital stock . 


1084,500,000 


1,463,200,000 


Surplus . . . . 


696,400,000 


i,439,5«>,«x) 


Deposits 


4535.800,000 


11,350,700,000 



Since 1902 the banking statistics have been 
enlarged by taking in all the information that 
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can be obtained about ** non-reporting " banks, or 
outside banks as we might call them. But so far 
only the capital stocks and deposits have been 
fully returned. These were as under in 1902 
and 1905: — 



United States National, State, and Private 
Banks, 1902 and 1905. 



1908. 



1905. 



Natwnal Banks--' 
Number 


4535 


5668 


Capital . 
Deposits 


701,990,554 
. 3098,875,772 


791.561,231 
3783,658494 




$3800,866,326 


$4575.219,725 


StaUy &*c.y Batiks-- 
Number 


7889 


10.742 


Capital . 
Deposits 


499,621,208 
. 6005,847.214 


671,599.149 
7567.080,822 




$7505468,422 


$8238,679,971 


Non-Reporting Banks— 
Number 


3732 


3500 


Capital . 
Deposits 


138,548,654 
478,592,792 


76,664,000 
435,582,000 




$617,141,446 


$512,246,000 


All Banks-- 
Number 


16,156 

. 1340,160,416 
. 9583,315,778 


19,910 


Capital 
Deposits 


1539,830,380 
11,786,321,316 




$10,923,476,194 


$13,326,151,696 
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It will not require very close study of these 
figures to correct some popular errors as to the 
banking power of the United States. Firsts it 
will be seen that the national banks, far from 
constituting the chief part of it, hold only a 
secondary place. At the end of 1905 they were 
less than a third of the total number: they 
owned little more than one-half of the capital 
stocky and held only about one -third of the 
deposits. The ** state and other " banks are still 
nearly double the number of the national banks. 
Though they have considerably less capital — 671 
million dollars against 791 millions — they con- 
trolled twice the amount of deposits — 7567 
million dollars against 3783 millions. Therefore, 
however strict the supervision of the national 
banks may be, — and that point is also open to 
question, — ^practically two-thirds of the banking 
operations of the United States are outside of 
such supervision. At least 8000 million dollars 
of deposits have to take care of themselves. 

How they are taken care of is a question 
beyond the range of official statistics. One sig- 
nificant fact we know about them, however — 
namely, that New York has the occasional use 
of large portions of them. The forty-two clear- 
ing banks in New York generally hold over one 
thousand million dollars of deposits, which would 
be fiiUy a twelfth of the total deposits in the 
United States. Assume that the non- clearing 
banks have only a fourth as much as those in 
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the clearing, and that will be another 250 million 
dollars. On this calculation New York would 
control one-ninth of all the bank deposits in the 
United States. Moreover, it has a special call 
on the 10,000 million dollars of deposits outside 
of New York. When it is pinched for money it 
can always attract whatever there may be to 
spare in the interior by offering suitable rates 
for it. Being a central reserve city, country banks 
are allowed by law to keep 15 per cent of their 
legal reserves there. Deposits in New York count 
as cash in their own tills, and they may often 
earn more with the money in that way than they 
could at home. 

The forty -two clearing banks in New York 
perform functions somewhat akin to those of 
Lombard Street. They attract surplus money 
from the interior and trade with it. How they 
trade and what they trade in are their own 
secrets. No official inspection has ever yet pene- 
trated far into that mystery. It is certain that 
they do not run after foreign bills as Lombard 
Street does, or vex their souls over 2>4 or 3 per 
cent discounts. Wall Street offers them much 
more lucrative employment. After all, it is 
easier as well as more exciting to finance a 
blind pool or a "merger" than to keep a lynx 
eye on piles of commercial bills. 

Other serious reflections are suggested by the 
twenty thousand banks. The United States has 
one bank for every four thousand of its popula- 
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tion. Their capital averages only SSo^ooo, their 
surplus profits $74,000, and their deposits $550,000 
each. Outside of New York and other large 
cities these averages would be much smaller still. 
Needless to say, such a network of banks must 
have taken in almost every inch of ground where 
a banker could expect to live. By the law of 
1900 the minimum capital with which a national 
bank could be incorporated was reduced as low 
as $25,000 or jf5ooo. After that the smallest 
village in the Union could hardly grumble about 
lack of banking facilities. The $25,000 minimum 
started a crop of small country banks which have 
so far proved very useful, and if they can only 
keep their heads level they may give a great 
impetus to the progress of the south and west. 
Seeing that it is only within the past half 
century that the Americans out West have taken 
kindly to banking, its progress after it did begin 
to grow must have been amazingly fast. If we 
were to go back two generations we might find 
only hundreds of banks where there are now 
thousands. A little farther back still and we can 
only count them by scores. In the infancy of 
the Republic they could have been counted on 
the fingers of one hand. The first of any note 
was the Bank of North America, projected by 
Robert Morris, the Superintendent of Finance to 
the Continental Congress. There would appear 
to have been two or three state banks of still 
older origin. The little information regarding 
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these that has come down to us is somewhat 
legendary. It is besides self-contradictory. One 
historical authority afiKrms that in 1791 there were 
only three state banks in operation. Another is 
equally positive as to there having been about a 
dozen. He even mentions the aggregate amount 
of capital — namely, 19 million dollars. 

The systematic development of American bank- 
ing must date from 1790, the year in which 
Alexander Hamilton became the first Secretary 
of the Treasury to his friend the first President. 
Hamilton projected a bank of his own to enable 
him to carry through his great funding scheme. 
This first Bank of the United States was chartered 
in 1791 for twenty years, and doubtless it dis- 
couraged the organisation of state or local banks. 
Nevertheless, when its charter expired the state 
banks had increased to 88, and their aggregate 
capital had grown to 44 million dollars. They 
showed, strange to say, a much higher average 
of capital than their twenty thousand successors 
do in these record-breaking days. It matters 
little now how many banks there were in 1811, 
as a clean sweep was made of them in the crisis 
of 1814. 

The history of American banking consists of 
four distinct episodes. The first may be distin- 
guished as the constitutional episode of 1790, 
when a banking system had to be devised as part 
of the administrative machinery of the Republic. 
The second centres in the war of 1812, and ex- 
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tends onward to 1820. The third was the state 
bank dispensation of sinister memory which began 
with General Jackson's *' bank war " in 1829, and 
ended with the arrival of Secretary Chase at the 
Treasury in 1861. The last of the four episodes 
opened with the National Bank Law of 18639 and 
is still in process of development. It cannot be 
accepted as a settled question that the National 
Bank is to be the bank of the future. 

Official records relative to banking do not 
appear to have been carried farther back than 
1834. Ill that year the number of banks and 
branches within the Union is given for the first 
time. It is 506, but from this point onward they 
increase rapidly. The fall of the second Bank 
of the United States at this time was a mis- 
fortune in disguise for them, just as the fall of 
its predecessor in 181 1 had been. It gave them 
opportunities of expansion which they failed to 
make prudent use of, and in the end they were 
worse off than before. To be just to them, how- 
ever, their misfortunes were not wholly due to 
mismanagement. The conditions under which 
they had to work rendered sound banking almost 
impossible. They were all banks of issue, and 
had to live chiefly on thejr issues, deposits being 
as yet a very secondary item. Fortunately, ofiicial 
records of circulation have been preserved from 
1800 onward, and in their violent fluctuations we 
can read plainly enough how booms and reactions 
succeeded each other. 
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In 1800 the bank-notes circulating in the 
United States were officially estimated at loyi 
million dollars. The total amount of specie in 
the country is supposed to have been about 17 >^ 
million dollars, so that the notes were well pro- 
tected, assuming the banks to have held a fair 
proportion of the available specie. But in 1810 
the situation had changed for the worse. There 
were now 28 million dollars of bank-notes in circu- 
lation, but the stock of specie in the country 
had not kept pace with it. Instead of trebling 
as the notes had done, it had barely doubled, 
having risen only from 17% million dollars to 
30 millions. In 1820 we find the paper money 
still growing much faster than the specie. The 
former had advanced to nearly 45 million dollars, 
while the latter had receded to 24 millions. The 
ratio of specie to paper was thus not much over 
50 per cent. 

In 1830, when the "bank war" began, as 
President Jackson's campaign against the second 
Bank of the United States was called at the 
time, the total note issues were 61 million dollars 
against 30 millions of specie in the country. The 
ratio of specie to paper money had now sunk to 
33 per cent. But in 1834 it had somewhat im- 
proved, the note issues having risen to 94 million 
dollars, and the specie in the country to 41 
millions. The Bank of the United States having, 
on the expiry of its charter in 1836, been shunted 
into Pennsylvania, the state banks made a rush 
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for its business, particularly for Government de- 
posits. The natural and appropriate effect is 
seen at once in inflated note issues. They jumped 
in 1836 to 140 million dollars, and next year to 
nearly 150 millions. All other kinds of money 
were proportionately inflated, the total circulation 
having increased in 1836 to 200 million dollars, 
and in 1837 to 217 millions. 

These figures are most significant. They illus- 
trate the first important episode in the history 
of the state banks. Previous to the " bank war " 
they had been comparatively small and harmless 
institutions. They now come to the front, and 
for a time they controlled the financial adminis- 
tration of the Union. During the quarter of a 
century that intervened between the death of 
the United States Bank in 1836 and the birth 
of the national banks in 1863, they had to finance 
an immense and rapidly growing country beset 
with novel conditions and requirements. If they 
were not always successful, the magnitude of 
their task has to be considered in mitigation of 
judgment. At the same time, it must be frankly 
admitted that the state banks did break down 
at one of the most critical junctures in the 
economic development of the republic. 

No country ever had greater need of good 
banking than the United States had from 1820 
onward. No country ever offered finer oppor- 
tunities for it. In 1830 the settlers on the 
Atlantic coast had at last • surmounted the great 

N 
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mountain-barrier which shut them out from the 
fertile valleys beyond. Roads and fragments of 
primitive railway had penetrated the passes of 
the Appalachian range. Clear beyond to the 
Mississippi and the Great Lakes, the country 
lay open inviting settlement. Pioneers by the 
thousand were striking across into Ohio, Indiana, 
and Illinois. There was everywhere an insatiable 
demand for homesteads, for roads, for local 
markets. No state government could or would 
ignore it. Money had to be found for the urgent 
needs of the pioneers. Loans had to be raised 
in the East and in Europe. Banks had to be 
established wherever there was business for them, 
and the people were not too prejudiced to accept 
their help. But badly as they were needed the 
people seldom gave them a hearty welcome. 
They were still distrusted because of their sinister 
past. Even when they obtained charters, it was 
not without many conditions and prohibitions 
being imposed on them. 

Foreign students of the currency and banking 
laws of the United States often encounter what 
appear to be arbitrary and capricious restrictions. 
For example, customs revenues are not available 
for bank deposits, but must remain locked up in 
the Treasury until paid out under a legal ap- 
propriation. The redemption of national bank- 
notes is limited to a maximum of three million 
dollars per month. Certain types of currency 
are legal tender, while others equally good are 



Its Twenty Thousand Banks. 195 

not. Some are receivable for all Government 
dues and others are not. Some are available 
for national bank reserves and others are not. 
No doubt the industrious critic who searches 
out the origin of these curious anachronisms 
will in most cases find an original reason for 
them. But, like the Russian sentry who on a 
special occasion had been posted at the door of 
the Kremlin, and continued to stand there long 
after the occasion had been forgotten, they are 
often mere spectres of long-dead controversies. 

All the banking and currency legislation of the 
wild-cat period of American finance teemed with 
restrictions. That was, in fact, one of its most 
distinctive characteristics. The * * rag - money " 
legislators had their periodical fits of caution in 
which they piled up prohibitions of imaginary 
abuses. The anti-bank politicians were always 
exercising their ingenuity in ** curbing the money 
power," and as many of them were lawyers their 
capacity for hair-splitting was boundless. The 
banks themselves were no doubt also to blame 
for the suspicion and mistrust with which they 
were regarded, even by intelligent members 
of Congress. Their record in relation to the 
Treasury was so bad that every time they were 
given a new trial, precautions suggested by 
previous experience had to be taken against fresh 
abuses. Even the two Banks of the United States 
had not been models of honest and faithful ad- 
ministration. As for the state banks, they had 
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on three separate occasions proved themselves 
unfit guardians of Government funds. In 1791, 
in i8i2y and again in 1833, they had grossly 
betrayed what ought to have been considered 
a sacred trust — the keepership of public monies. 

The last trial that was given them — namely, 
in 1833 — ^was evidently regarded by the Govern- 
ment of the day as a risky experiment. Even 
President Jackson, when he withdrew the Govern- 
ment deposits from the second bank of the 
United States, was not at all eager to hand them 
over to the state banks. Passionate advocate as 
he was of state rights, he had seen enough 
of state banking to shake his faith in it. If an 
independent treasury had been practicable at the 
time, he and his Cabinet would have preferred 
that solution of the difiiculty. It was out of 
the question, however, and the state banks had 
once more to be utilised temporarily at least. 
But a strict bargain was made with them, the 
details of which are very interesting reading at 
this distance of nearly three quarters of a century. 
The contracts of 1833 between the Treasury and 
the deposit banks bristle with prohibitions and 
provisos, faint echoes of which recur in corres- 
ponding documents of the present day. 

The chief conditions imposed on the deposit 
banks were — (i) that they should give security 
for all Government money in excess of one-half 
of the bank capital paid up ; (2) that they would 
keep one-third of their reserve in specie ; (3) that 
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they would issue no small notes; (4) that they 
would mutually agree to honour each other's notes 
and drafts^ and do everything necessary to pro- 
vide ^'a general currency, at least as sound as 
that of the Bank of the United States " ; (5) that 
they would perform for the Government all the 
services formerly rendered by the Bank of the 
United States in the collection and disbursement 
of public monies. The Treasury reserved the 
right to demand at any time security for deposits 
even when they were less than one-half of the 
bank's paid-up capital. Two years later Congress 
passed an Act to regulate the deposits, which 
made the conditions even more stringent. Banks 
not paying their notes in specie were now abso- 
lutely disqualified. 

It would be difiicult to imagine a more ironclad 
agreement, nevertheless it was not strong enough 
to protect the Government deposits. Its immed- 
iate effect, of course, was a startling increase of 
state banks. In a few years they doubled their 
number and more than doubled their capital, 
while their discounts and loans were nearly 
trebled. In 1837 the Government had fully 
thirty millions of dollars on deposit, derived chiefly 
from a land boom which led to enormous sales 
of public lands, and at the same time gave a 
strong fillip to customs and other revenues. In 
this sudden flood of prosperity both the Govern- 
ment and the banks lost their heads. The former 
was naturally anxious to take advantage of the 
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boom for strengthening the currency, which con- 
sisted chiefly of state bank-notes. The Treasury, 
having the banks under its thumb, had only to 
issue its orders to them, which it proceeded to do 
in a somewhat abrupt fashion. 

Two separate sets of edicts were issued — one 
declaring that certain denominations of small 
notes would not be receivable at the Treasury after 
specified dates. All notes under five dollars were 
to be tabooed on and after the 30th September 

1835, and all under ten dollars on the 4th July 

1836. The second set of edicts was addressed 
directly to the banks. It forbade them to issue 
any more notes under five dollars after the 4th 
July 1836, or any more under ten dollars after 
the 30th March 1837. 'I'hese proclamations had 
an effect which President Jackson and his Cabinet 
had not foreseen. They started a great rush of 
speculators and settlers for public land in order 
to be able to pay for it in small notes while these 
were still current. The Treasury was in danger 
of being gorged with paper money, much of which 
might be left on its hands. It learned that ten 
or twelve million dollars more of the same un- 
desirable currency was on its way to the Land 
Office. Prompt and drastic action had therefore 
to be taken. Like a thunderbolt President Jack- 
son's "specie circular" fell on the country — ^re- 
quiring payments for public lands to be made in 
gold or silver. 

This was on the nth July 1836. The land 
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boom was at its height, trade of every kind was 
wildly inflated, the banks had just begun to draw 
in their excessive issues. Bankers, traders, and 
land speculators were all ^'knocked in a heap." 
The Government naturally was the heaviest loser. 
Fully three- fourths of its 32 million dollars of 
bank deposits had to be accepted in bank-notes, 
which depreciated on an average 10 per cent. 
Its exact loss was about two and a half million 
dollars. That was the last of the state banks as 
depositaries of public money. Their collapse in 
1837, besides causing great loss and inconve- 
nience to the Government, plunged the country 
into the worst financial panic it had so far experi- 
enced. Not only was the public service para- 
lysed, but business of all kinds was brought to 
a standstill. So severe was the crisis that an 
extra session of Congress had to be called in 
September. 

In the history of American finance there are 
two or three special periods in which important 
events seem to be crowded. More happens in 
them, greater changes take place, they are more 
prolific of new ideas and impulses than five times 
the number of ordinary years. The panic of 1837 
opened one of these exceptional periods, and it 
did not close till 1842. Not only for the banks 
but for the Treasury and for the whole financial 
policy of the Republic these were five memorable 
years. They are matched only by the seven-year 
struggle over the framing of the constitution and 
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the funding of the public debt (1783-90). The 
financing of the Civil War, from 1861 to 1865, 
made another special episode, but it was not so 
far-reaching as the two earlier ones. It did not 
open up so many fundamental issues, nor did it 
leave such a strong mark on the financial organ- 
isation of the country. 

It was in the prolonged crisis of 1837-42 that 
the fate of the state banks was finally decided; 
that the question of an independent Treasury 
was definitely settled ; and that specie payments 
were made an express rule of the public service. 
The effect of these decisions on the future prin- 
ciples and practice of American finance would 
be almost impossible to over-estimate. It was 
clearly seen in the many discussions over the 
war finance of Secretary Chase. There is no 
difficulty in finding traces of it in the banking 
and currency discussions of our own day. The 
lesson which was then burned into American 
financiers and politicians has never been wholly 
forgotten. Some of its least important details 
have survived, and banking legislation is still 
unconsciously governed by ideas which had life 
then, though they may be fossilised now. 

The story of the long fight over the independ- 
ent Treasury will be found in another chapter.^ 
It was the victor in the struggle, and the state 
banks, whose history we are tracing, were the 
victims. Perhaps it may have been some con- 

* Chapter XI. " Its Banking Treasury." 
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solation to them at the time that the Government 
had to pay dearly for its victory. In forcing 
through its policy of specie payments, it had 
to replenish the Treasury over and over again. 
Between 1837 ^uid 1843 it had to obtain from 
Congress eight separate Acts authorising issues 
or reissues of Treasury notes. The total amount 
authorised was 42 million dollars, but only two- 
thirds, or, say, 28 million dollars, were original 
issues, the rest being reissues. The whole 42 
million dollars was needed simply to cover deficits 
in the annual revenue, and it hardly sufficed even 
for that. This was a bitter change for a Govern- 
ment which in the half dozen years immediately 
preceding had accumulated 37 million dollars of 
surpluses. 

The state banks required nearly twenty years 
to recover from the shock of the complex crisis, 
which began with Jackson's anti-bank crusade 
and culminated in the panic of 1837. How badly 
crippled they were is shown by the great shrink- 
age in their numbers and their note issues which 
took place between 1840 and 1843. The former 
declined from 901 to 691, and the latter from 107 
million dollars to 58 >^ millions. That was their 
low-water mark, and a gradual though slow re- 
covery now set in. The year 1853 became the 
starting-point of another healthy expansion. The 
number of banks and branches in the Union rose 
from 750 to 1208, and went on increasing year by 
year tUl in 1859 i* reached 1476. On the eve of 
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the Civil War there must have been about 1500 
state and local banks operating in the Union. 

The bank reformers who maintain such a 
vigorous outcry for elastic currency have, we 
fear, not studied very closely the currency record 
of the state banks at this period, when they had 
almost a monopoly of the issues. The Treasury 
notes above mentioned were their only paper 
rivals, and even they gradually disappeared as 
the Treasury got its accumulated deficits paid 
off. So erratic are the variations in the bank 
issues, that it is impossible to discover the 
semblance of a fixed principle in them. We 
have seen that in 1843 they had fallen as low 
as 58^^ million dollars. Five years later (1848) 
they were up to I28>^ million dollars. In another 
five years they had expanded to 188 millions, and 
on the eve of the commercial panic of 1857 they 
made a record of 215 million dollars. As may 
be readily imagined, they suffered a tremendous 
set-back in the succeeding twelve months. In 
1858 they dropped to 155 millions, — a loss of 
60 million dollars, or nearly 30 per cent, in a 
few months. 

That was elasticity with a vengeance. State 
bank issues were decidedly violent in their move- 
ments, both upward and downward, but especially 
downward. This is a circumstance to bear in 
mind in discussing the very thorny question of 
"assets" currency. Another is the surprisingly 
small effect that the loss of their circulation 
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had on the state banks after its transfer to 
the national banks in 1863. It had been such 
an important factor in their economy that it 
might have been thought they could hardly 
survive its loss. Nevertheless they seem to 
have got on wonderfully well without it. Far 
from languishing from want of it, they have in- 
creased and multiplied as they never did before. 
A plentiful crop of private banks has also sprung 
up which manage to thrive without the adven- 
titious help of note issues. Of the 16,410 banks 
which reported last year (1905) to the Comptroller 
of the Currency, fully two-thirds had no circula- 
tion whatever. They numbered 10,742 against 
5668 note-issuing (national) banks. 
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CHAPTER X. 

ITS TWENTY THOUSAND BANKS. 

II. — ^THE NATIONAL BANKS. 

Whether or not the state banks could have 
borne the strain of the Civil War unaided is no 
no longer a practical question. At the outset of 
the war they were virtually superseded by a new 
class of banks, specially designed to assist the 
Treasury in raising the incalculable millions which 
it was about to need. The prestige which the 
national banks gained by successfully performing 
the tremendous task they had undertaken was 
so great as to make them masters of the banking 
situation. It was prematurely assumed that no 
other class of banks — state or private — ^would any 
longer have a chance against them. Immediately 
after the war a rush was made for national bank 
charters. In the year 1865 over one thousand of 
them were granted, and their aggregate capital 
exceeded 242 million dollars. 
The high return obtainable on United States 
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bonds made them a good investment apart from 
the extra profit obtainable on circulation. But 
this gradually disappeared as the bonds advanced 
to a normal level and the applications for national 
bank charters fell off proportionately. In 1869 
they dropped to nine in number and to a million 
and a-half dollars in aggregate capital. In the 
same year fully twice as many banks closed, so 
that in the year there was an actual diminution. 
The same thing happened again in 1870, and the 
three years, 1868-70, showed a net decline of 72 
banks with fully three and a-half million dollars 
of capital. From 1871 to 1875 inclusive was a 
period of moderate progress, after which came 
four years of reaction, resulting in a net reduc- 
tion of 42 banks. 

Early in the eighties the expansion of railroad 
building and of business generally called for 
greater banking facilities. The multiplication of 
national banks was hampered, however, by the 
scarcity of United States bonds to issue circula- 
tion against. They had risen to prices which 
left little or no margin of profit on the note 
issues. As there was no prospect of the supply 
of bonds being increased, it was gravely proposed 
in some quarters to authorise the use of foreign 
Government securities as an alternative. The 
question came up repeatedly at the Bankers' 
Conventions of those days as well as in Chambers 
of Commerce. Mr John Jay Knox, the then 
Comptroller of the Currency, advocated such a 
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broadening of the currency basis. He became 
quite enthusiastic over the great possibilities he 
saw in it. Among other indirect benefits it was 
to be a long step toward the fulfilment of New 
York's ambition to become the money-market of 
the world. In an address to the New York 
Chamber of Commerce in May 1882, he said :— 

I expect not long hence to see in the newspapers 
of this city advertisements of your eminent bankers for 
the purchase and sale of Consols, French Rentes, and 
the securities of other nations of the globe, as well as 
the quotation of their funds in your commercial journals. 
Their purchase and sale will be among the first indica- 
tions that New York will contest with London the right 
to be the monetary centre of the world. 

Eighteen months later (October 1883) Mr Knox 
returned to his favourite theme at the Louisville 
Convention of the American Bankers' Association. 

I do not suppose it probable [he said] that Congress 
would consider such a proposition at present, but cer- 
tainly, in view of the rapid payment of our public debt, 
of the numerous banks yearly established, the future 
magnitude of the system, and the importance of pre- 
serving it in its present form, the employment of foreign 
debts as security for one-half or one-fourth of the circu- 
lation of the (national) banks would seem to be a proper 
subject for the consideration of this Association. 

Everybody admitted that Mr Knox had a good 
case, and that " something should be done," but 
banking reforms move slowly on the other side 
of the Atlantic as well as on our own. While 
Mr Knox was agitating for more elbowrroom for 
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national bank issues, London bankers were fidget- 
ing over the narrowness of their central gold 
reserve. In both countries a broader basis for 
circulatipn was urgently needed, but in neither 
case was anything done for several years, and 
then the usual makeshift had to suffice. The 
national banks obtained temporary relief in 1895 
and 1898, when new issues of Government bonds 
had to be made. The London banks have not 
got even that much as yet. Lord Goschen in 
1891 suggested a plan for a second gold reserve 
based on a special issue of one-pound notes. It 
was too Scotch a medicine, however, and had 
to be quietly dropped. 

From 1880 down to the panic of 1893 American 
trade was so buoyant that circulation ceased to 
be a matter of much consequence to the national 
banks. Many new banks were organised in spite 
of the high prices of United States bonds. But 
in 1893 a violent swing round took place, and in 
the following half-dozen years many more national 
banks died than were born. These seven years 
produced a net diminution of over two hundred 
national banks with nearly fifty million dollars of 
capital. This alarming decline was stayed by the 
law of 1900, which confirmed the gold standard 
and provided further facilities for the establish- 
ment of national banks. The combined effect of 
that Act and of the very favourable commercial 
conditions under which it was launched was 
another national bank boom. Between March 
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1900 and October 1905 the enormous number of 
2737 new charters were issued with an aggregate 
capital of 161 million dollars. But on the other 
hand liquidations and insolvencies were propor- 
tionately active. In the five years they aggre- 
gated 481, with an aggregate capital of nearly 130 
million dollars. 

The instability, or shall we say fickleness, of 
the national bank system has been so strikingly 
manifested in this latest movement, that the 
details deserve careful study: — 

No. 6.— National Banks Organised and Liquidated, 
1900-1905. 





Oiganised. 


Liquidated. 




No. 


Capital 


Na 


Capital 


1900 
1901 
1902 

1903 
1904 
1905 


383 

394 
470 
553 

506 


$19,960,000 
21,554,500 
31,130,000 
34,333,500 
21,019,300 
33,532,500 


49 
50 

w 

85 
143 


$14,274,000 
9,175.000 
22,640,000 
34,200,000 
21,820,000 
26,444,000 


Average < 


2737 
:apital 


$161,529,800 
$59,000 


484 


$128,553,000 
$265,000 



At first blush the above appears to be a very 
satisfactory record of progress, but there is a 
reverse side to it. New banks to the number of 
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2737 organised in less than six years, shows 
genuine rustling. And a gain of 161 million 
dollars of banking capital in the same period 
would be magnificent if genuine. Unfortunately 
there are offsets which completely destroy the 
illusion raised by the original figures. Against 
the 2737 small banks created, with an average 
capital of $59,000 each, 484 large banks, aver- 
aging (265,000 each, passed out of existence. The 
net gain in banking capital during the six years 
is thus reduced to an insignificant 33 million 
dollars — little more than five million dollars per 
annum. 

These figures are obtained from Table No. 6 
(p. 71), in the report of the Comptroller of the 
Currency for 1905. It must be admitted that 
more favourable showings are made in other 
tables in the same report. In fairness, therefore, 
we must refer to these also, and we would gladly 
have offered some explanation of the discrep- 
ancies between them, had it been discoverable. 
The tables as they stand frequently contradict 
each other. Table 8 (p. 73) gives an abstract 
of the annual operations of the national bank 
law from the year 1864 down to 1905. The 
figures for the years 1900-1905, as given below, 
differ widely from those already quoted firom 
Table 6. 

[No. 8.— National Banks 
Q 
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No. 8.— National Banks Organised, in Voluntary 
Liquidation, Insolvent, and in Active Opera- 
tion on 1ST January in each Year. 





Organised. 


In 
voluntary 
liQuidation. 


Insolvent. 


Inactive 


Capital of 

banks in active 

operation. 


1900 


5240 


I261 


373 


3606 


$608,588,000 


I90I 


5662 


1302 


379 


3981 


635,309.000 


1902 


6074 


I35I 


3«6 


4337 


670^164,000 


1903 


6566 


I42I 


389 


4756 


723,416,000 


1904 


7081 


1495 


402 


5284 


767.567,000 


1905 


7541 


1565 


422 


5554 


785,411.000 


Increase, 












1900 1905 


2301 


304 


49 


1948 


$176,823,000 



The periods covered by the two tables do 
not exactly correspond — that of No, 8 being the 
calendar year, while that of No. 6 is the year 
ended October 31. But this would account for 
a very small part of the discrepancies between 
them. There is a substantial difference between 
2301 and 2737 as the number of new organisa- 
tions. There is a still larger difference between 
the new organisations and the net increase of 
banks in active operation on January i — namely, 
1948. But the most perplexing as well as most 
serious difficulty occurs in the two versions of 
capital increase during the six years. In No. 6 
table it is a trifle of 33 million dollars, while 
No. 8 makes it $176,823,000 or nearly six times 
as mupbt 
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This is a question of obvious importance, not 
for the national banks only, but in other respects. 
The expansion of national bank resources has 
always been adduced as one of the most striking 
testimonies to the prosperity of the past decade. 
It is essential, therefore, to know how far that 
expansion is really solid and honA fide. Again, 
the national banks are closely associated with 
the question of elastic currency. It is invari- 
ably assumed that they must be the channels 
through which elastic currency is to be pro- 
vided. It is also possible that their future 
depends a good deal on the solution of the 
currency problem. If they were to lose their 
rights of issue their original raison d'etre would 
be gone. A national bank could hardly be 
imagined apart from note circulation based on 
United States bonds. When the supply of 
these again runs short Congress will, I sus- 
pect, be loath to sanction substitutes for them 
such as were advocated by Mr John Jay Knox 
twenty years ago. 

The ambition of New York to deal in Consols 
and French Rentes, if it ever existed, has con- 
siderably toned down. A bank issue, based on 
foreign Government funds, or even on state and 
municipal bonds, might appeal to bankers, but 
hardly to the general public. Much less is 
there any traditional sentiment attaching to the 
national bank system. It was an artificial 
arrangement, made for a special object at a 
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great national crisis. That object having been 
served, only the complex and artificial part of 
the arrangement survives. Its note issues, based 
on Government bonds and hedged round with 
unbusinesslike restrictions, have become an an- 
achronism. Their drawbacks grow more and 
more prominent, while their redeeming features, 
if they have any, begin to fade out of sight. 

Government bonded issues are neither scientific 
nor economical. They cannot even be called 
popular, for the average American will sooner 
take a greenback or a silver certificate than the 
note of a national bank which he knows nothing 
about. They lack even the first requisite of 
sound paper money -assured convertibility into 
gold. All the assurance they convey to the 
holder is that an equivalent amount of United 
States bonds is held at Washington against 
them. The issuing bank need not, unless it 
likes, have a dollar of gold in its till to meet 
them. So far as convertibility goes, almost any 
of the new currency plans that have been pro- 
posed would be an improvement on the national 
bank-note of 1863. The presumption is, there- 
fore, that it will have to go. No matter what 
may take its place, it has the seeds of decay in 
it and must ultimately disappear. 

Then will come the question whether the 
national banks can exist without their guaranteed 
note issues. Alternative issues, of course, are 
possible. Better ones than the present are quite 
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conceivable, but if so they are not likely to be 
limited to the national banks. Why should they 
be ? We have shown that these banks constitute 
only one-third of the banking power of the United 
States, and why should they have an exclusive 
privilege of note issue? An efficient scheme of 
convertible currency would have the special merit 
of being available for all banks alike — national, 
state, or municipal. 

The national banks do not, therefore, appear to 
me to have a well-assured future. It is exposed 
to manifest risks, both as regards circulation and 
banking proper. The Americans, I think, give 
them too high a place in their financial S3rstem, 
and attach too much importance to their decidedly 
erratic progress. Per contra, they do not fully 
realise the enormous amount of banking power 
which they possess outside of the favoured 
circle of national banks. It is quite excusable 
in foreigners to share delusions which flourish 
so extensively at home. Banks never heard of 
abroad are nearly double the number of the 
national banks; they have almost as much 
capital and much larger reserve funds; while 
they hold not far from double the amount of 
deposits. The last is the most striking fact of 
all. Foreigners are accustomed to think of the 
national banks as the great deposit -holders of 
the country, whereas, in 1905, their total was 
only 3783 million dollars against 8002 million 
dollars held by state and other banks. 
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The truth is that, but for two peculiar features, 
both of them political rather than of financial 
interest, the national banks would not be at all. 
remarkable institutions. Their distinctive peculi- 
arities are their large holdings of Government 
bonds, and their Procrustean note issues. Neither 
of these is essential to a sound efficient bank. On 
the contrary they may, from that point of view, 
be regarded rather as drawbacks. It was a very 
happy thought for the Government in 1861 to 
have new banks specially organised as bond 
carriers. So helpful have they been in that line 
of business, that when the national credit was 
at its lowest ebb, and the financial outlook was 
gloomiest, a home market for Government bonds 
was always available. When better times re- 
turned the national banks accelerated, in no small 
degree, the recovery of the bonds from war prices, 
and when national credit was re-established they 
carried it to the highest level that any public 
stock has ever reached. 

United States Two per cent bonds, standing 
over par, represent to-day the pinnacle of national 
credit, and it could never have been reached with- 
out the co-operation of the national banks. Only 
the five hundred million dollars of national bank- 
notes, based on United States bonds, have ren- 
dered such a thing possible. A banking system 
which raises United States Two per cent consols 
fifteen points higher than British 2% per cent 
consols is sure to be indulgently criticised by 
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its owners, no matter what its counterbalancing 
defects may be. And any note issue associated 
with so successful a result will have a strong 
presumption in its favour to start with. But 
if the Americans could detach their national 
banking from all its historical and sentimental 
associations, and apply to it their cold common- 
sense, they would find, I believe, that the note 
issues are the weakest part of it. 

These note issues have done a good deal 
more for the Treasury than they have done for 
the public, or for the banks themselves. As 
bond - distributing agencies, they have proved 
a complete success; but as currency they are 
cumbrous to work and costly to maintain. 
When all is said and done, the issuing banks 
derive very little advantage from them. The 
Comptroller of the Currency, with disinterested 
candour, sometimes calls attention in his annual 
report to the fact that the profit obtained firom 
circulation ranges from a little under to a little 
over I per cent per annum, according to the 
price paid for the Two per cent bonds that have 
to be deposited against it. On a hypothetical 
issue of $100,000 the bonds would yield $2000 
interest, and the circulation itself, if kept at its 
maximum all the year round, — a very sanguine 
assumption, — would produce $6000 — together 
$8000 dollars a-year. But the offsets are many 
and important — namely, taxes on circulation, 
$500; sinking fund for premium on bonds. 



2i6 Book II. — Its Organisation. 

$103*99; cost of printing notes and provision 
for redemption, $6250: total, $666'49. 

This reduces the $8000 a-year to $7333'5i> 
which is only 6*88 per cent on the cost price 
of the bonds. If the bank, instead of taking out 
of circulation, lent its $100,000, it would easily 
earn 6 per cent on it, so that the odd o'88 per 
cent represents all its extra profit on the note 
issue. Were profit the only consideration in 
the case, national bank issues would certainly 
decline. As it is, they are always much short 
of their legal maximum — namely, the full ex- 
tent of their paid-up capital. This, in October 
19059 was 812 million dollars, but the total 
circulation at the same date amounted to only 
490 millions. On the other 322 million dollars 
of capital it had, for various reasons, not been 
thought worth while to utilise the note -issuing 
power. Some banks, even after they had lodged 
bonds at the Treasury, did not exercise their 
right to issue against them. The Comptroller 
of the Currency refers, in his last report, to ten 
banks which had bonds to the amount of nearly 
a quarter million dollars lying in the Treasury, 
without a note issued against them. 

The charge most frequently made against 
national bank issues is their want of elasticity, 
but that is by no means their chief defect. It 
is not lack of elasticity they suffer from so much 
as a fluctuating and uncertain basis. While the 
balance continues to tremble between profit and 
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loss, the volume of notes in circulation at a 
given time will always be a matter of chance. 
Various minor defects they also have, which, 
in the aggregate, may mean a good deal. They 
require an almost incredible amount of renewal, 
which entails enormous labour on the Treasury. 
The expense must also be considerable, whoever 
pays for it. The average life of a national bank- 
note ranges from three to five years. About a 
fourth of the whole mass in circulation — say 490 
million dollars — will thus have to be renewed 
annually. The actual renewals were, up to 
igoi, rather less than that, but since then they 
have undergone a sensational expansion. The 
totals, both of new issues and of notes destroyed 
in the past three years, are on quite an American 
scale, as will be seen below : — 

National Bank-notes, 1902-04. 





New issues. 


Destroyed. 


1902 


1133.309440 


$112,745,162 


1903 


187,249,260 


148,112,610 


1904 


213462,110 


175,732,053 


1905 


272,590,790 


195,194,785 



We are not aware of any calculation having 
been made of the average cost of producing 
these notes. By the time that the original 
plates, the paper, the printing, the registration, 
distribution, and redemption have been all paid 
for, it will be little if any short of one cent 



2 1 8 Book II. — Its Organisation. 

per note. The above 213 million dollars were 
issued in large denominations — five dollars up 
to hundreds^ — but even then the total number 
of pieces was over 11^ millions. The cost of 
producing them at the rate of one cent each 
would be $117,720. And that keeps them alive 
on an average only four years. Every fourth 
year it has to be paid over again, whereas a 
metal dollar may retain its legal weight for fifty 
years. It is a very doubtful question if paper 
money, as produced and circulated in the United 
States, is more economical than metallic money. 
On careful inquiry it may be found to be less 
economical. 

The late Mr Seyd argued very ingeniously, 
years ago, that there was no saving in the 
use of Bank of England notes in place of gold ; 
and if that yirere true of a currency with a 
minimum of five pounds, it would be much 
more true of a currency with seven different 
denominations, from one dollar up to one 
thousand. Were it to be proved that national 
bank-notes are not an economical form of 
money, their raison d'itre would be gone. This 
is one of the contingencies that the national 
banks might be wise to anticipate. Already 
they have had to give up several of their early 
illusions with regard to their note issues, and 
if this one has to go too, they may have to 
reconsider the whole question ab initio. 



Its Twenty Thousand Banks. 219 

Some American authorities are coming round 
to the view we have maintained for years past 
— that the national bank issues, as at present 
constituted, are a much overrated factor, both 
in the currency and the banking business of the 
day. Notwithstanding the great expansion they 
have received from the new banks organised 
under the law of 1900, they still form but 16 
per cent of the total currency. Previous to 
1900 they were only 11 or 12 per cent, and in 
1892 they fell below 10 per cent. Their relative 
position in the banking resources of the country 
is even more insignificant — about 3 per cent of 
the whole. That banking experts in Congress 
and out of it should make so much of so obvi- 
ously subordinate a factor in American finance, 
is, to say the least, paradoxical. 

Whatever may be the future of the national 
banks, and of American banks generally, note 
issues are to have much less influence on it 
than they have had in the past. For all of them 
the question of the future is not circulation but 
organisation. The fundamental question is on 
what line they are to develop. Is it to be on 
the individual lines which have already produced 
nearly twenty thousand banking institutions? or 
is it to be in the European direction, of central 
banks, with branches spreading all over the con- 
tinent? Different sections of the Union seem 
to have different tendencies. In New York the 
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octopus ideal is favoured, while in the South 
and West local sentiment is still strong. Some 
compromise between the two may work itself 
out if the octopus party do not once more get 
ahead of nature and upset her primitive ideas. 



BOOK II -ITS ORGANISATION. 



CHAPTER XL 

ITS BANKING TREASURY. 

The national treasury, even in its simplest form, 
is an important factor in the national economy of 
a state. Directly and indirectly it has a great 
influence on all branches of private industry, 
finance, and commerce. If it does not actually 
provide the currency, it has the chief control 
over it. Very probably it has a much larger 
monetary turn-over than any private person or 
corporation. Its management will set an ex- 
ample, good or bad, to the whole trading com- 
munity. Even its methods of book-keeping may 
have a moral influence on all who have to deal 
with it. The variations in its conditions tell at 
once on the local money market, and if it be a 
treasury of the first rank, the international money 
market may also be affected by them. The bank- 
ing operations of a country also depend to a 
considerable extent on those of the Treasury. 
Where the two work harmoniously, the results 
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must of course be much more satisfactory than 
when they are at cross-purposes. 

In all the above respects there must of neces- 
sity be wide differences between the Treasuries 
of various countries. They may be strictly limited 
to fiscal functions, like the British Exchequer ; or 
they may have a national bank associated with 
them, as in France and Germany; or they may 
combine fiscal and banking functions within 
themselves, as in the United States. The United 
States Treasury is in this respect quite unique, 
and one of the most vexed questions in American 
finance is whether or not that double-barrelled 
arrangement has proved better or worse than 
the old system. The Americans themselves are 
much divided on the point. Still more so are 
European critics, though it must be admitted 
that few of these have as yet paid much atten- 
tion to it. 

Neither at home nor abroad is there anything 
like an adequate notion of the great rdh that 
the Treasury has played in the financial and 
political development of the United States. 
The commanding position which it holds to-day 
in the financial world, the immense resources at 
its command, and the great power it can exercise 
in financial emergencies, are all but dimly com- 
prehended. The United States Treasury is the 
strongest in the world as regards metallic re- 
serves. It is, as has been indicated, not a mere 
Treasury: it is also a bank. It is the largest 
bank in the United States, and also in the world. 



Its Banking Treasury. 223 

It is the only bank in the United States that has 
branches all over the Union. Formerly it was 
the greatest note-issuing bank, and it might on 
occasion become so again. 

To the regular banker in the United States, 
the Treasury, with its vast ramification of mints, 
sub-Treasuries, and revenue offices, is a veritable 
Frankenstein. But the idea of fighting it has 
long been given up. The banks of 1812, and 
those of 1833, indulged in Homeric feuds with 
the "independent treasury" party, but in 1846 
they were finally beaten. During the subsequent 
sixty years there has been no going back on that 
main question. The Treasury came then to stay ; 
and even among bankers there are few of the 
old school left who would care to reopen a long- 
closed issue. All that the banks now wish or 
hope for is a fair and just agreement with the 
Treasury as to their respective spheres. They 
believe that at certain points the Treasury is 
apt to encroach on their proper business. They 
also object to some of its rules and methods 
as tending to hamper their financial operations, 
and to interfere with the natural mov,ements 
and trade. 

Farther on the series of interesting events 
which gave birth to the United States Treasury, 
as it now exists, will be fully narrated. But the 
reader may be assisted at the outset by a brief 
explanation of the technical terms used by Ameri- 
can financiers in this rather intricate controversy. 
The word ''sub-Treasury," for instance, occurs 
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very frequently in it. By that is meant the 
branch treasuries at New York, Boston, Phila- 
delphia, Charleston, St Louis, and New Orleans 
through which public moneys are distributed. 
They transact the banking part of the Treasury 
operations, and in doing so they frequently clash 
with the regular banks. When an American 
approves or disapproves of the ** sub-Treasury " 
system, he refers to the banking functions per- 
formed by the branch treasuries, and which could 
not be performed without them. Wherever the 
name is mentioned it symbolises the issue so 
often raised at bankers' conferences, — whether 
or not the Treasury should take part in banking 
business. Seeing, as a matter of fact, that it has 
been in the banking business for fully half a 
century, and is not at all likely to give it up, 
the practical issue narrows itself down to this — 
where should the line be drawn between Treasury 
banking and regular banking ? 

The briefest glance at the consequences which 
might be involved in the Treasury ceasing to be 
its own banker, will convince any qualified judge 
of the impracticability of such a change. The 
first step would be almost insuperable. Govern- 
ment accounts would have to be opened with, 
outside banks, and how many of them would be 
necessary? Is there any existing bank capable 
of taking over such an account single-handed 
and assuming the same relation to the Treasury 
that the Bank of England holds to the British 
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Exchequer? Or could a group of banks be 
formed to take it over jointly? Or would it 
be better to adopt Mr Stickney's bold scheme 
for forming a central bank ad hoc? 

To decide a few preliminary questions like these 
might take as much fighting as was spent over 
the original question of an independent treasury. 
And then we should still be only on the thresh- 
old of the movement. If a central bank were 
created to work the Treasury account, how would 
the old banks feel toward it? Might it not 
be as inconvenient a competitor for them as 
the Treasury itself— possibly more so ? If some 
existing bank or group of banks was selected, 
how would all the others feel about it? More- 
over, is there an existing bank, national, state, 
or private, so organised as to be capable of 
undertaking such a gigantic task as the banking 
business of the Government would be ? Between 
the huge volume of Treasury operations and 
that of the largest trading bank in the United 
States, there is a wide gulf that could hardly 
be bridged over even with the combined help of 
all the multi-millionaires in and around Wall 
Street. And why revolutionise an institution 
which, after all, has as much to be said for it 
as against it ? In short, why worry ourselves 
about the inconceivable and impossible? 

The Treasury is by universal admission the 
most distinctive and unique of American financial 
institutions. It has grown out of special events 

P 
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in the financial history of the United States, 
which have no exact parallel anywhere else. The 
political organisation in which it holds so promi- 
nent a place has few points of resemblance with 
that of any other modem state. The United 
States Treasury has, in short, no counterpart 
abroad, either as regards its evolution, its present 
position, or its peculiar functions. Those who 
take only an outside view of its operations may 
hastily conclude that it is an arbitrary artificial 
creation, for which a more efficient substitute 
might easily be devised. A very slight investi- 
gation of its history will correct that false notion. 
Far firom being a theoretical scheme, the ofispring 
of official ingenuity, it was in a measure forced 
on the Government by the irresistible logic of 
circumstances. Various alternatives had been 
previously tried — notably the first and second 
Banks of the United States, and the system of 
special deposits of public funds on local banks — 
but none of them had answered. 

It has been objected by the opponents of an 
independent treasury that none of the alternative 
measures ever had a fair trial. That is to some 
extent true. Both the old and the new Banks 
of the United States got entangled in political 
controversies which gradually obscured and 
finally swamped the real banking issue. But 
apart from these outside complications they 
had serious defects of their own which might, 
in the end, have been equally fatal to them. 
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Both were at times grossly mismanaged, and 
had more than once to be rescued from critical 
difficulties. The second bank began business 
on January i, 1817, and before it was two years 
old it nearly ran itself aground. On April i, 1819, 
it had only $126,745 in specie to meet S6oo,ooo 
of notes in circulation, besides which it owed 
Baring Brothers, its London agents, $900,000, 
and the Government $500,000. Though Presi- 
dent Jackson failed ten years after to prove his 
too sweeping charges of mismanagement, they 
were not wholly groundless. And as the Treasury 
had now large sums of money to answer for, it 
may have honestly doubted if any existing bank 
was safe enough to be trusted with them all. 
On the other hand, it is equally true that he 
was very unfortunate in the alternative he se- 
lected, or rather which he had to submit to as 
a Hobson's choice, namely, special deposits in 
the state banks. 

This second venture with state bank deposits 
was even shorter lived than the first, and it ended 
still more disastrously. Between the expiry of 
the charter of the second Bank of the United 
States in March 1836 and the financial panic 
of 1837, iiot much more than twelve months 
elapsed. In that brief period the state banks 
received from the Treasury over thirty million 
dollars of ordinary deposits. Nearly as much 
more came to them indirectly through the distri- 
bution that was made to the State Governments 
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of the accumulated balances from land sales. All 
this they went through so rapidly, that on the 
1st May 1837 specie payments were suspended, 
and an extra session of Congress had to be called 
in September. In his message at the opening of 
this extra session. President Van Buren gave a 
historical retrospect of the various methods that 
had been tried of keeping the public money, and 
came to the conclusion that for the future the 
Treasury would have to be its own banker. " It 
is apparent,** he said, "that the events of the 
last few months have greatly augmented the 
desire, long existing among the people of the 
United States, to separate the fiscal operations 
of the Government from those of individuals or 
corporations." 

The issue thus raised by President Van Buren 
was hotly contested for the next ten years. With 
brief intervals it was continually before the people, 
and two presidential campaigns were fought over 
it before it reached a definite settlement in 1846. 
Victory inclined alternately to either side, and 
both sides changed their ground considerably 
during the progress of the contest. 

The Whigs or anti-Jackson party, who after- 
wards changed their English name for the more 
American one of Republicans, had been originally 
opposed to state banks, but little as they liked 
them, they liked the new Treasury plan still less. 
The Jackson party, who brought forward the new 
Treasury scheme, had been originally supporters 
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of state banks. When a new choice had to 
be made in 1837 the situation was so different 
that changes of attitude were inevitable. Three 
courses lay before Congress : a new central bank, 
specially organised to do the banking business 
of the Government ; a renewal of deposits in the 
state banks, or rather an extension of them, as 
half a dozen depositary banks were still in opera- 
tion; and a complete financial organisation within 
the Treasury itself. The last would not have 
been in itself unpopular but for the ^^ infamous 
specie clause,*' as Jackson's edict requiring pay- 
ment for public lands in gold or silver was still 
called. Following that much-disputed precedent, 
the Government bill "for imposing additional 
duties as depositaries in certain cases on public 
officers," required public dues to be paid in specie. 
This was the point round which the prolonged 
fight raged most furiously. It may with little 
exaggeration be said that specie payments were 
the hiie noire of the American people at this 
exciting period of their history. The anti-specie 
sentiment pervaded all classes from the highest 
to the lowest. Even those who favoured sound 
money objected to being dragooned into it by 
Congress. The Whigs, who at this time were 
strong advocates of free banking, protested against 
any kind of official interference with the currency. 
Daniel Webster denounced the scheme as a step 
backward "from developed civilised credit to bolts 
and bars." It was, he declared, a misuse of money 
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to hoard it in the vaults of the Treasury. '*A11 
that the Government should have to do with it 
is to receive it to-day that it may pay it away 
to-morrow. It should not receive it before it 
needs it, and it should part with it as soon as 
it owes it. To keep it — that is, to detain it, to 
hold it back from general use, to hoard it — is a 
conception belonging to barbarous times and bar- 
barous Governments." If Webster's maxim were 
to be applied to the four hundred million dollars 
of a cash balance sometimes to be found in the 
United States Treasury, what degree of barbarism 
would that represent ? 

The Van Buren Treasury bill got through the 
Senate, but was defeated in the House of Repre- 
sentatives. At the regular session, which opened 
in the following December (1837), it was reintro- 
duced, only to meet the same fate again. Then 
it seems to have been allowed to rest for a year. 
In the session 1839-40 it came up a third time, 
and the perseverance of the President was re- 
warded with success. The twice - rejected bill 
scraped through the House by a narrow majority 
of 17. But the " specie clause " had meanwhile 
been toned down a little. It was not to come 
into operation all at once, but only by degrees. 
From the 30th June 1840 one-fourth of all Gov- 
ernment dues was to be paid in specie; a year 
later another fourth was to be so payable ; in the 
third year three-fourths, and in the fourth year 
the whole. 
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This, however, was fax from being a final settle- 
ment of the self-dependent Treasury question. At 
the presidential election of 1841 the tables were 
turned on the Jackson party, to-day known as 
Democrats. The Whigs won a sweeping victory 
in the election of General Harrison. As the 
" specie clause ** had been one of the prominent 
issues in the campaign, the Whigs assumed that 
they had a mandate to reverse the experiment 
which had been agreed to by such a narrow 
majority the year before. The new Secretary 
of the Treasury, Ewing, reported to the Ways 
and Means Committee a scheme for a national 
bank in place of the self-dependent Treasury. 
Two bills were accordingly introduced — one to 
repeal the Treasury law of 1840, and the other 
to create a national bank. Both were passed by 
Congress, and to the amazement of their friends 
were vetoed by the President. 

Nothing more was done during the Tyler Ad- 
ministration, but in 1845 ^he political pendulum 
swung back again to the Jackson side. President 
Polk took up the matter where Tyler had broken 
it off. He proposed to Congress " A Plan of an 
Exchequer" which sounded too English for the 
Ways and Means Committee. It was scornfully 
reported against as being modelled "on the in- 
stitutions of Darius, the King of Persia." Its 
principles were sarcastically said "to have de- 
scended with little modification and slight im- 
provement through all governments where banks 
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do not exist, and to be found in perfect operation 
in the island of Cuba. Undismayed and undis- 
couragedy President Polk returned to the attack 
in the following session (1846). The subject was 
literally threshed out in all its bearings — constitu- 
tional and financial. The advocates of an in- 
dependenty or, as it was officially termed, a 
sub-Treasury, exhausted their opponents, and 
forced their bill through both Houses. On the 
1st August 1846 the sub-Treasury system was 
formally adopted, and no subsequent attack has 
succeeded in seriously disturbing it. Its merits, 
however, have never passed without question, and 
it is still a more prolific cause of controversy than 
any other branch of the executive. 

While the main issue has to all appearance 
been definitely settled, a number pf secondary 
issues recur now and again. The most interest- 
ing, if not the most important, of these survivals 
is the perennial conflict between the Treasury and 
the banks as to their respective spheres and their 
mutual relations. The banks naturally feel sore 
at having the Treasury as a competitor instead 
of as a customer. This exceptional condition 
handicaps them as compared with European 
banks where the old, and, as they think, the 
proper, relation between banks and national 
treasuries still obtains — namely, that of customers 
and not of rivals. They may also have some 
reason to consider that the issue ought not to 
have been definitely closed during the anti-bank 
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crusade of the Jackson period. The banking 
system of that day, with all its faults and abuses, 
was certainly not a fair criterion of future pos- 
sibilities. Had there been in 1846 even two 
or three hundred banks fit to compare with the 
national banks of the present day, the Jackson 
crusade might have ended differently. Even 
Jackson himself might have seen no occasion 
for it. The shibboleth of state rights might 
have been excluded from the controversy, and 
that would also have been a great gain. On 
this point Professor Kinley offers to the losers 
in the prolonged contest a very appropriate con- 
solation. His account of the long and vehe- 
ment controversy, which ended in the passing 
of President Polk's Treasury law, concludes with 
the following note on the side issues that had 
complicated it: — 

The whole constitutional argument against the use of 
banks by the Government was but a phase of the old 
doctrine of State Rights and Supremacy, which prevented 
Congress from assuming such control over the banking 
system of the country as would have made it safe, would 
have prevented "wild-cat" banking, would have saved 
the financial good name of the country, and would have 
made the sub-Treasury system unnecessary by making 
the banks as safe for Government as they are to-day. 

The victory of the sub -Treasury party was 
complete, and, as political victors in Congress 
often do, they pressed it farther than was really 
necessary. They overlooked no precaution that 
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could contribute to secure perfect independence 
of the banks. They stuck at nothing likely to 
check or neutralise the competition of the banks. 
Not only were deposits of public funds in banks 
to be put an end to, but bank-notes were not 
to be either received or paid on public account. 
The section defining the functions of the Treasury 
contained a sweeping enactment that " all public 
officers of whatsoever character are hereby re- 
quired to keep safely, without loaning, using, de- 
positing in banks, or exchanging for other funds 
than as allowed by this Act, all the public money 
collected by them or otherwise placed in their 
possession and custody till the same is ordered by 
the proper department or officer of the Govern- 
ment to be transferred .or paid out." 

The "specie clause" of President Jackson re- 
appeared in a still more drastic form. It required 
all public dues and disbursements to be made in 
gold or silver coin or Treasury notes only. This 
not merely boycotted bank-notes in all Treasury 
operations, but it put a new form of paper money 
into circulation to compete with them. The new 
system was just started when the Mexican war 
broke out, and in financing it an issue of over 
twenty million dollars Treasury notes had to be 
made. The Treasury, being at the time in a very 
favourable position owing to a sudden development 
of foreign trade and a large influx of specie from 
abroad, was able to issue its notes at par, and to 
maintain them within a fraction of par all through 



Its Banking Treasury. 235 

the war. They were consequently preferred to 
bank-notes, and drove a large quantity of them out 
of circulation. This was a very serious grievance 
with the banks. They suffered from it in both 
branches of their business — local and exchange. 
Sub - Treasuries were planted in half a dozen 
chief cities — New York, Boston, Philadelphia, 
Charleston, St Louis, and New Orleans. In all 
these cities the banks lost their Government 
deposits, and to that extent had to curtail their 
advances. When their notes were superseded by 
Treasury notes, still further curtailment was im- 
posed on them. 

If the law had been rigidly enforced by all 
revenue ofi&cers, it would have gone hard indeed 
with the banks. But its Draconian provisions 
could not be universally applied. Postmasters 
had to accept any sort of currency that was 
going, or the postal service would have had to 
be suspended. But as a rule the Treasury regu- 
lations were strict almost to the point of arbitrary 
severity and red tape. At the outset all Govern- 
ment drafts had to be made payable to order and 
not to bearer, and they had to be presented 
within a certain time regulated by the distance 
of the place of payment from Washington. The 
payees had to cash them at once in a lump 
sum. They could not draw them out of the 
sub-Treasury by instalments. Even transfers of 
public funds from one officer to another were 
subject to hard-and-fast rules. 
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The Treasury, however, found it much easier 
to make regulations than to carry them out. It 
was some consolation for the banks that the 
facilities which might have been given to the public 
were thus restricted, inasmuch as it lightened the 
pressure of Treasury competition on them. Sub- 
sequently most of these hard-and-fast rules were 
relaxed, and of late years the tendency has been 
somewhat in the opposite direction. At the out- 
set the sub-Treasuries were also hampered by the 
slowness of Congress to vote the necessary funds 
for proper equipment for them. Not for years 
after they had been established were they pro- 
vided with vaults and other requisites for the safe 
custody of public monies. Revenue officers in 
the smaller towns were still worse off, for they 
had to keep large sums wherever they could store 
them. Safes and strong-rooms had not yet been 
invented, though they followed soon, thanks per- 
haps to the " specie clause ** in the sub-Treasury 
law of 1846. 

If the new system gave a severe shock to the 
banks when it was first introduced, it was good 
for them in the long-run. When they no longer 
had Government deposits to make an easy living 
out of, they pulled themselves together and con- 
centrated their energies on what was, after all, 
their proper business — commercial banking. Two 
new factors arrived to fill the void caused by the 
withdrawal of Government deposits. Railroad 
building was started in the Middle States, and 
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soon a growing tide of agricultural settlement 
began to flow westward. British capital poured 
in along with British immigrants and British 
goods. From 1849 onward a domestic supply 
of gold was superadded to the influx of foreign 
capital. The combined effect of these new factors 
was a decade of financial and commercial pros- 
perity greater than any that the country had 
ever before enjoyed. While it lasted neither the 
Treasury nor the banks were subjected to a real 
test of strength. 

But the test came in 1857, when the boom was 
exploded by a financial panic. It is only fair to 
the banks to say that they emerged from this 
ordeal with greater credit than the Treasury did. 
The latter was never more feebly administered 
than during the four years from the panic of 1857 
to the outbreak of the Civil War. Consequently 
it could not have been worse prepared than it 
was for the terrible financial strain which the 
war suddenly threw upon it. Had it in that 
emergency been left to its own resources it must 
of a certainty have broken down. A financial 
collapse was averted only by the bold and public- 
spirited action of the Eastern banks, especially 
those of New York, Boston, and Philadelphia. 
History records nothing more magnanimous in 
its way than the promptitude with which these 
banks rallied round the Treasury in the hour of 
its direst need. They placed themselves and all 
their resources unreservedly at the service of the 
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Government. The desperate situation at the 
opening of the war was thus described by the 
Loan Committee of the Associated Banks of New 
York in its report of June 12, 1862 : — 

The credit of the Government had become impaired 
to such a degree that a large loan could not be 
obtained in any ordinary way, nor even a small tem- 
porary loan except for a very short period at a high rate 
of interest Men's hearts failed them : the rebellion was 
on so large a scale, and had broken out so unexpectedly 
and raged so furiously, that to subdue it seemed to most 
persons to be impossible. Then it was after careful 
deliberation and consultation with the Secretary that the 
banks decided it to be wise for them to depart from 
their usual legitimate business and sustain the Govern- 
ment and stand or fall with it. 

The banks did not at the time consider that 
their patriotic action was adequately appreciated 
or responded to by Secretary Chase. In offering 
him three successive loans of fifty million dollars 
each, they not unnaturally assumed that he would 
make it as easy as possible for them to carry 
through the hazardous operation. Their idea was 
that public subscriptions should be invited for the 
loans, that the subscriptions should be paid into 
the associated banks and checked out by the 
Government for current expenses. This method 
offered several important advantages which were 
offset by one serious drawback. It would have 
carried through the loan operations with a mini- 
mum expansion of paper currency and a minimum 
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disturbance of ordinary business. It would have 
given the banks effective control over the stock 
of gold in the country, most of which, by the way, 
happened to be in their vaults. By controlling 
the stock of gold the banks would have been able 
to maintain the convertibility of their note issues, 
and to avert, or at least stave off as long as 
possible, the greatest of all impending dangers — a 
forced suspension of specie payments. With this 
view they had pooled all their gold reserves and 
made up the very considerable aggregate of forty- 
seven million dollars. 

Altogether it was a well-thought-out and 
business - like programme that the associated 
banks submitted to Secretary Chase in August 
1861, when he called for their assistance. It is 
no great reflection on him, or any great compli- 
ment to them, to say that he would have fared 
better had he followed it instead of experimenting 
with crude plans of his own. But a legal obstacle 
stood in his way. Between the Treasury and 
the banks there were still the two stumbling- 
blocks that had divided them in 1812 and again 
in 1846 — the Government deposits and the 
"specie clause" in the Treasury law. Congress 
passed a special law (August 5, 1861) to allow 
"the Secretary of the Treasury to deposit any 
of the monies obtained on any of the loans now 
authorised by law to the credit of the Treasurer 
of the United States in such solvent specie-paying 
banks as he may select." 
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This was satisfactory enough so far as the 
question of deposits went, but differences arose 
between the Secretary and the banks as to 
whether or not the deposits should be repayable 
in specie or in bank-notes. The banks claimed 
that repayment in bank-notes was implied in the 
general authority given to the Secretary to deposit 
with them. Mr Chase, however, insisted on a 
literal interpretation of the law, and repayment in 
bank-notes not having been expressly authorised 
by it, he held that the old rule requiring all pay- 
ments to or by the Treasury to be made in specie 
must still be enforced. In the circumstances 
this was impossible, and the effect of his insist- 
ence on specie payments from the banks was 
that all specie payments had soon to be sus- 
pended.^ This result was accelerated by another 
step which Secretary Chase took against the 
earnest advice of the associated banks. He had 
obtained two Acts of Congress (July 17 and 
August 5, 1861) authorising him to borrow 250 
million dollars in either of the following forms — 

1. Twenty -year Treasury notes at 6 per cent. 

2. Three-year n n at 7^ n 

He was also empowered to issue 50 million 
dollars of demand notes bearing no interest, but 
receivable for all public dues and taxes. Not only 
did the associated banks object to these, but the 
railroads refused them, and they were reluctantly 

^ December 31, 1861. 



Its Banking Treasury. 241 

accepted by merchants and shopkeepers. The 
chief means of issuing them was to pay the 
salaries of Government employees with them. 
Even before he could do this he and the chief 
officers of the Treasury had to sign a paper 
agreeing to accept them in payment of their 
own salaries. The demand notes, though not 
issued in extravagant quantities, soon produced 
the evil effect on the gold reserves which the 
associated banks had foreseen. Gold rapidly dis- 
appeared, and the country suddenly found itself 
on a paper basis. There was now no help for 
it but to struggle through with any and every 
kind of paper money that could be put in 
circulation. 

Undoubtedly the least creditable episode in 
the sixty years* history of the United States 
Treasury was Secretary Chase's financing of 
the Civil War. He tried ten different methods 
of raising money, some of which could not fail 
to clash with each other. During the war 
he piled up a national debt of 2846 million 
dollars, or 570 millions sterling, of which little 
more than one-third was funded. The other two- 
thirds was made up of legal tender notes (green- 
backs), Treasury notes, compound interest notes, 
and temporary loans, making a huge floating debt 
of 1733 million dollars, or 347 millions sterling. 
The funded debt at the same period was only 
1 109 million dollars, or 222 millions sterling, 
— an obviously small proportion of the whole, 

9 
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May we, without offence to American suscepti- 
bilities, suggest a comparison between these 
figures and the financing of the Japanese war ? 

But the United States Treasury has long out- 
lived its Civil War finance. Latterly it has been 
as much distinguished by its plethoric cash 
balances as it was in 1861-65 by its tremendous 
debt. It has no longer to call on the national 
banks for support. Not unfirequently it has to 
come to their help, and that policy may also be 
open to question. During the past twenty years 
its net cash assets (coin, bullion, and paper money) 
have frequently exceeded 300 million dollars, and 
have seldom fallen below 140 million dollars. It 
has, besides, special deposits in national banks, 
which in December 1903 reached a maximum of 
159 million dollars. At the close of the past 
financial year (June 30, 1906), on the eve of 
the 30-million dollar loan for the Panama Canal, 
there was a comfortable balance on hand of 328 
million dollars. 

If the *' independent" Treasury was seen at 
its worst during the crisis of the Civil War, it 
has been seen at its best in the past seven or 
eight years of record prosperity. Not only did it 
then surmount all the difficulties imposed on it 
by previous weak management, and still more 
by mischievous legislation, but it acquired a 
financial strength which has no parallel in the 
history of nations. The only ground on which 
adverse critics can now reproach it is that it 
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has become too strong. True, such gigantic 
operations as it carries on must now and then 
clash with the ordinary movements of trade, but 
all rich countries are liable to similar incon- 
venience. The complaints that are frequently 
made in New York, about money being locked 
up in the Treasury when it is urgently needed 
in business channels, are often echoed from 
London and Berlin. 

The collection of taxes to the amount of a 
hundred millions sterling a -year or more must 
at times disturb markets a good deal, especially 
markets like those of the United States, which 
are most of the time working at high -pressure. 
The disbursement of proportionately large ex- 
penditures may also now and then let loose too 
much money. But what are such temporary 
grievances compared with the national advantage 
of having a tower of financial strength standing 
outside the whirlpool of speculation, ready to stay 
the storm and to shelter the shipwrecked? In 
their next commercial crisis, which may not be 
so far off as it seems, the Americans are likely 
to learn the value of having a power behind their 
banks greater than the banks themselves, and 
free from their almost irresistible temptations 
to be too venturesome. 
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CHAPTER XII. 

PRODUCTION. 

In Europe the working man still considers himself 
the sole wealth-producer, but when he crosses the 
Atlantic he soon discovers his mistake. There 
he finds himself no longer the bully of a worried 
and nervous employer, but a small wheel in a 
very big machine. Wherever he goes and what- 
ever kind of work he takes to, he is surrounded 
by an industrial organisation which relentlessly 
demands the maximum of result for the mini- 
mum of effort. To use his own language, the 
industrial machine compels him to "give a fair 
day's work for a fair day's pay." This dis- 
agreeable peculiarity renders American industrial 
methods very unpopular among English trade 
unionists. 

American employers pay the highest wages, 
but they take care to get the highest return 
for them. And what enables them to do so? 
Partly the close attention which they give to 
their business, and their personal knowledge of 
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all its details. Partly the superior organisation 
of all American industries, and the financial facil- 
ities they enjoy. Business-like finance is their 
strongest and most valuable gift. This is not 
limited to the gigantic trusts and combinations 
which command millions of dollars of capital. It 
extends to the primitive work of the farm and the 
cattle-range. When we read about the rapid ex- 
tension of settlement in the North- West, does it 
ever occur to us that there must be some special 
machinery at work on it? We hear almost in- 
credible stories of immigrants rushing into a 
new district in the early spring, bu)dng land, and 
raising a big crop of wheat on it the same year. 
Such things would be impossible in England, 
even if we had a boundless prairie to operate 
on. What renders them not only possible but 
easy in the North -West? It is the fact that 
wheat-growing, like most other industries in the 
North-West, has been reduced to a science. The 
single-handed, slow-witted farm -labourer of the 
old world has been superseded by outfits of steam- 
ploughs, cultivators, reapers, and threshers. In 
the newest prairie colony these implements can 
be all bought or hired. Or the owners of them 
will undertake to do any kind of agricultural work 
by contract. They will break up new land for so 
much per acre. They will plough it, seed it, and 
harvest it in the same way. A new settler may 
have everything done for him at fixed rates, from 
the building of his shack to the storage of his crop 
in the local elevator. Naturally, he gets much 
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more done in his first year by this method than 
he could do for himself in two or three years. 
If he has the necessary capital it may be cheaper 
for him to farm by contract than to take his 
chance of casual labour. So it might be cheaper 
for the British farmer to sublet his work, if there 
were contractors ready to undertake it, as in the 
North- West. Methods which operate so success- 
fully on the outskirts of civilisation might well 
deserve a trial in Norfolk or Essex. 

Whether or not they be suited for universal 
application, their success in the United States is 
unquestionable. They are among the latest ex- 
amples of how industry can be stimulated and 
promoted by intelligent finance. Scientific farm- 
ing, like scientific manufacturing and scientific 
production generally, is a matter of organisation, 
and all effective organisation begins with good 
finance. It is only in the rudimentary branches 
of industry that labour can still claim to be the 
chief wealth -producer. In the higher and more 
complex branches one expert financier may be 
worth a dozen figurehead capitalists and thousands 
of eight hours a-day workmen. Everywhere, ex- 
cept of course in politics, brain is getting the 
upper hand of muscle. It is the real creative 
force in production, and skilful finance is one 
of its most active forms. 

The productive energy of the Americans is more 
due to brain than to muscle, though it exhibits far 
more than the average amount of both. From its 
birth the United States has been a strenuous and 
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versatile producer. When it was still known as 
"Our American Plantations," and the 'Wealth 
of Nations * had not yet been published, it real- 
ised Adam Smith's ideal of national prosperity 
where production keeps well ahead of consump- 
tion. The Plantations shipped large and increas- 
ing quantities of produce to the West India 
islands, much of which was paid for in Spanish 
dollars, and the rest by imports from London, 
Glasgow, and Bristol. 

Independence naturally gave a great impetus 
to North American trade. Its progress was slow 
at first, having been checked by physical obstacles 
which were difficult to overcome. The thirteen 
states occupied a mere firinge of the Atlantic sea- 
board, which was sharply cut off firom the interior 
by the Alleghany Mountains, a barrier that defied 
the strenuous efforts of a whole generation of 
American engineers. They planned roads, canals, 
and railways to cross it, but they had many a 
hard struggle with stream and mountain. It 
was not difficult to reach the foot-hills of the 
Alleghanies, but when it came to scaling ranges 
1500 to 2000 feet high, a costly battle had to be 
fought over every inch of the road. 

When George Stephenson was busy on his 
first big railway — ^the Manchester to Liverpool — 
Charles Carroll, the last survivor of the signers 
of the Declaration of Independence, was turning 
the first sod of the Baltimore and Ohio railway. 
Its objective point was Pittsburg, the old Fort 
Duquesne of French Canadian days, which, when 
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it came under the British flag, was rechristened 
by the Americans — ^who had helped to take it — 
after their own particular hero, the elder Pitt. 
The Baltimore and Ohio, following the farthest 
south of the five passes through the Alleghanies, 
got across in 1842. The other four passes were 
subsequently occupied by the Pennsylvania Rail- 
road, the Philadelphia and Erie, the Erie, and 
the New York Central. 

The scaling of the Alleghanies by steam 
roads threw open to settlement the whole of 
the Middle West as far as Kansas. That first 
generation of settlers must have worked with a 
will, if they are to be judged by the fabulous 
quantities of produce they sent east over the 
new railways. In 1870 the ten interior states, 
from Ohio to Kansas and Nebraska inclusive, 
contained 13,000,000 of inhabitants, of whom 
2,000,000 were engaged in agriculture. They 
raised in that year 812 million bushels of cereals, 
228 million pounds of butter and cheese, and 
208 million dollars worth of cattle. In the 
thirty years from 1840 to 1870 their production 
of cereals increased fivefold, of butter and cheese 
elevenfold, and of meat nearly ninefold. Dur- 
ing these thirty years the New England states 
were almost stationary. All the growth worth 
speaking of in the country took place west of 
the Alleghanies, in the great valleys of the Ohio 
and the Mississippi. 

The Civil War caused a loss greater than its 
actual cost by the check it gave to the de- 
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velopment of the West. That movement was 
delayed at least ten years, and it did not resume 
its fxxYL force till 1870. Then a second period 
of expansion began beside which the first sinks 
into insignificance. Unlike its predecessors, it 
enjoyed every conceivable advantage. Europe 
furnished, without stint, labour and capital. 
The war furnished bold leaders and capable 
workers. Free trade England threw open all 
her markets to American produce, and, being 
prosperous herself, she was able to pay high 
prices for all she bought. Land, labour, cheap 
transportation, good prices, and unlimited de- 
mand delighted the heart of the Western 
farmer. It was even more profitable to the 
industries dependent on him. Manufacturers, 
merchants, bankers, carriers, all shared with 
him in the latest American millennium. 

Up to 1830 the United States had not been 
much more than self-supporting. The first 
thirty years of the nineteenth century was not, 
in any respect, a very expansive period. Popula- 
tion increased slowly, while the exports hardly 
progressed at all. The country simply moved 
along as it had done in the days of the Planta- 
tions. The magic touch of scientific finance was 
needed to give it a fresh impetus. The exports 
did not even keep pace with the growth of 
population, suggesting a positive decline in the 
rate of production. In 1800 they were ofiBcially 
valued at close on 71 million dollars, equal to 
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Si3*37 per capita. In 1810 they had receded 
to 66^ million dollars, or $9*22 per capita. 
In 1870 their total was 69^^ million dollars, but 
the average per head had fallen to |7'22. In 
1830 they had got back to the level of thirty 
years before — 71^ million dollars, — but the aver- 
age per head of population had declined to 85*57. 
This is to be specially noted as the smallest per 
capita average recorded for American exports. 

The year 1840 presents itself as the starting- 
point of a new era in American production, the 
causes of which are not far to seek. Railways 
and foreign capital were now both at work on 
the situation. Exports show the first of those 
sensational advances which distinguished later 
decades. They jumped from 71 >^ million dollars 
in 1830 to 123^ millions in 1840. From this 
time onward to the end of the century their 
decennial strides were to be gigantic: — 

^.—United States Exports. 

Total. Per capita. 



1840 


8123,668,932 


87*25 


1850 


I44,375»726 


6-23 


i860 


333,576,057 


io-6i 


1870 


392,771,768 


977* 


1880 


835,638,658 


16-43 


1890 


857.828,684 


13*50 


1900 


1394,483,082 


17-96 


1904 


1451,355,645 


1770 


1905 


1518,561,000 


I7'94 



* Domestic exports only after z86ot 
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The staple exports have, of course, always 
been agricultural, and, though their percentage 
of the whole has greatly declined in the past 
twenty years, it has never fallen under two- 
thirds. Conversely, manufactured exports have 
never risen above one -third, though that is a 
tremendous advance on the merely nominal pro- 
portion they held in 1840. An eloquent contrast 
between agricultural and manufactured exports 
will be seen in these figures: — 

-5.— United States Exports. 





Agricultural. 


Manufactured. 


1840 


$92,548,067 


$11,149,621 


1850 


108,605,713 


17,580,456 


i860 


256,560,972 


40,345,982 


1870 


361,188,483 


68,279,764 


1880 


685,961,091 


102,856,015 


1890 


629,820,808 


151,102,376 


1900 


835,858,123 


433,851,756 


1904 


853,685.367 


452,445,629 


1905 


820,863,000 


543,608,000 



Two points challenge attention in these parallel 
columns. One is the much more rapid growth of 
manufactured than of agricultural exports. The 
other is the marked increase which both classes 
of exports exhibit in the decade 1890-1900. Did 
some new factor or factors come into play then 
to account for these remarkable advances of 206 
million dollars in agricultural exports, and 282 
niillioQ dollars in manufactured exports ? It is at 
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least an a priori probability. If some new factor 
or factors came into play then, what were they, 
and how long is their influence likely to continue ? 
It may make the greatest possible difference, both 
to American producers and European consumers, 
if these factors prove to be temporary or perma- 
nent, exceptional or general. 

But let us not forget that exports are at best 
only an indirect measure of production. As re- 
gards the staple products of the United States 
more direct tests are available. For a dozen of 
these we have official estimates of the output 
year by year — namely, coal, pig-iron, steel, tin- 
plates, copper, petroleum, wool, wheat, corn, 
cotton, cane-sugar, and the precious metals. 
Below we have tabulated the totals given for 
the beginning, middle, and end of the sixty- 
year period under examination (1840-1900): — 



C— Staple Products of the United States, 
1840, 1870, 1900. 





2840. 


1870. 


Z900. 


Coal (tons) . 


864,379 


32,863,000 


240,788,238 


Pig-iron (tons) 


286,903 


1.665,179 


13,789,242 


Steel (tons) . 


» 


68,750 


10,188,329 


Tin-plates (lb.) 


t ... 


... 


677,969,600 


Copper (tons) . 


. 


12,600 


270,588 


Petroleum (galls.) . 




220,951,290 


2661,233,568 


Wool (lb.) . 


35,802,114 


162,000,000 


288,636,621 


Wheat (bushels) . 


84,823,272 


235.884.700 


522,229,505 


Com (bushels) 


377,S3i>87S 


1094,255.000 


2105,102,516 


Cotton (bales) . 


2,177,835 


3,114,59a 


9,436.416 


Cane-sugar (tons) . 


69,246 


46,800 


149.191 


Gold (1) . . . 


11,697,829 


50,000,000 


79,171,000 


SUver($). 


•V 


16,000^000 


74,533,495 



256 Book III. — Its Creative Powers. 

Sixty years ago the coal and iron industries 
of the United States were yet unborn. They 
were waiting for the AUeghany Mountains to be 
spanned, and an outlet to be opened for them from 
the mineral fields of Pennsylvania to the Atlantic 
seaboard. Thirty years ago the coal-fields had 
entered on their long struggle with engineering 
and financial difficulties. A heart-breaking 
succession of bankruptcies and reorganisations 
lay before them, but they have lived through 
it all and come out triumphant. To-day coal 
is not only a great but a prosperous industry. 
Thirty years ago iron and steel were getting into 
shape, but their output was still insignificant. 
It was the two last decades of the century that 
brought them to the front, and then they came 
with a rush. Between 1880 and 1900 the pro- 
duction of pig-iron more than quadrupled, and 
that of steel multiplied fully eightfold. Tin- 
plates, as an American industry, were a creation 
of the M'Kinley tariff. Like Jonah's gourd they 
shot up almost in a night. In 1890 their registered 
output was under 2% million lb., and in 1900 
it was close on 678 million lb. In all these 
mineral industries scientific finance was one of 
the stimulating factors. The new generation of 
Pennsylvania ironmasters were financiers as well. 

If a still more wonderful illustration be desired 
of the creative power of modern finance, the 
history of American copper will furnish it. Half 
a century ago the copper-mines of the United 
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States were few and insignificant. The first 
record to be found of copper production is 100 
tons in the year 1845. At that time the total 
output of the world was about 40,000 tons a-year. 
The United States was dependent for its copper 
on Cornwall and Chili. Not for another forty 
years could it supply its own needs. Now it 
heads the list of copper producers, and has 
absolute control of the market. It possesses 
half a dozen of the largest and richest copper- 
mines ever opened. One of these produced nearly 
as much copper as all the mines in the world did 
half a century ago. In this same half century the 
world's total output of copper has increased fully 
twelvefold. Stranger still, a ready market has 
been found for the enormously increased supply. 
At both ends of the copper industry may be 
seen the far-reaching influence of scientific finance. 
Without it neither could these gigantic mines — 
some of them with ten thousand employees — have 
been opened up and properly equipped, nor could 
markets have been found for their output. Their 
best customer of late years has been the electrical 
industry — ^another creation of modern finance. As 
a further illustration, we find the most powerful 
and best managed of industrial organisations — 
the Standard Oil Company — based on a product 
which has not been much more than forty years in 
general use. The first oflicial record of petroleum 
is 84,000 gallons in 1859. Next year the output 
jumped up to 21,000,000 gallons. In the foUow- 

R 
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ing decade it increased more than tenfold, and 
by the end of the century it was one hundred 
and twenty-seven times as large as it had been 
in i860. Skilful finance did a great deal for 
petroleum, and it may seem to the Standard 
Oil people that poetic justice requires them to 
do all they can for finance. 

Agricultural production is by its nature farther 
removed from financial influence than mining and 
iron-working. It cannot be forced as they can, 
and its progress is consequently less sensational. 
Few of the agricultural increases of the past sixty 
years compare with those of mineral products. 
Wheat has multiplied sixfold since 1840, corn 
nearly as much, wool eightfold, but cotton little 
more than fourfold, and sugar only twofold. There 
is nothing very remarkable in figures like these. 
Other new cereal-growing countries can beat them 
easily — Argentina, for instance, and Russia. Nor 
is the American record in respect of the precious 
metals extraordinary. Between 1870 and 1900 
the gold output gained only 58 per cent, which 
is modest, indeed, compared with the rapid 
developments recently seen on the Rand and 
in Western Australia. The silver boom which 
opened with such brilliant promise set in disaster 
and disappointment. The quick fortunes made 
out of the Comstock and other pioneer mines 
would probably not cover the losses that have 
been sustained since the boom collapsed. 

Reference has been made to the wonderful ex- 
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pansion of American exports in the last decade of 
the nineteenth century. It was paralleled, and 
even exceeded, by the expansion which took place 
in the staple products of the country. It was 
also paralleled by the tremendous rebound of 
the railroads from the severe depression they 
had suffered in 1893. And two more remark- 
able parallels will be found for it in banking and 
general business. The " M'Kinley boom," as 
it was called, was the most comprehensive and 
many-sided movement that even American history 
records. In extent, as well as in intensity, it 
made the closing years of the century memorable 
in American economics generally. 

Up to 1890 economic problems had been com- 
paratively simple in the United States. Hitherto 
the industrial system of the Old World and the 
New had fitted fairly well into each other, and 
their fiscal policies had worked with compara- 
tively little friction. America was still content 
with its historical role as producer of food and raw 
materials for Europe, while Europe still retained 
the lion's share of the manufacturing trade of 
the world. The first sign of a serious break 
in this Cobdenite ideal of international trade was 
the so-called ** American invasion " of Europe in 
1898-99. The causes of that sudden and startling 
development have yet to be thoroughly investi- 
gated and set forth. Only a few of the most 
obvious can be enumerated at present. They 
were : — 
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On the American side — 

1. The collapse of 1893, which reduced all 

classes of securities to breaking -up 
values, and transferred the bulk of them 
from very weak to very strong hands. 

2. The railroad reorganisations of 1895-96, 

which gave a fresh start to over seventy 
large systems, and, by cutting down 
their fixed charges to the bone, left 
room for a magical appreciation of 
their securities as soon as good times 
returned. 

3. A series of splendid cereal crops coincident 

with high prices and good markets in 
Europe. 

4. The development of several new mineral 

fields, notably those of Alabama and 
Lake Superior. 

5. The complete restoration of business con- 

fidence, which followed the stoppage of 
silver purchases in 1893, and the signal 
defeat of Bryanism in 1896. 
On the European side — 

1. The Boer War, which taxed all the in- 

dustrial as well as the financial re- 
sources of Great Britain. 

2. A series of bad harvests, causing short 

supplies of food and high prices. 

3. A period of dear money, which not only 

caused great depreciation of securities, 
but discouraged all kinds of enterprise. 
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Each of these causes, and especially those on 
the American side, are, it will be observed, more 
or less closely connected with finance. Some of 
them are obviously temporary, and several have 
already run their course. But the others must 
be regarded as permanent, or at least as likely 
to endure for many years. The most formidable 
of all are the mineral fields of Alabama and Lake 
Superior, Their possible effect on the industrial 
future, not of the United States alone but of the 
civilised world, has not even yet begun to be 
realised. They are indeed an important land- 
mark in history. The rare honour has fallen 
to three states in the Union of forming special 
centres of energy and growth. Pennsylvania in 
the east, Alabama in the south, and Minnesota 
in the north-west, have each in succession given 
the country a fresh impetus. By laying open 
new sources of iron, combined in Pennsylvania 
and Alabama with immense coal-beds, they have 
proportionately increased the motive power that 
drives the national industries. 

Next to food, motive power is the most valu- 
able of human possessions. The effect of new 
discoveries of power is necessarily much greater 
than that of new supplies of food. The latter 
come slowly and regularly, whereas natural 
sources of power like coal and iron are generally 
discovered in vast quantities. Hence the great 
and immediate effect of such discoveries. A new 
iron or copper mine may do more for a country 
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in a single year than the spread of agricultural 
settlement can do in a quarter of a century. After 
crediting to the bumper harvests of 1897-99 the 
reorganised railways and the defeat of Bryanism, 
— all that can be fairly claimed for them in the 
M'Kinley boom, — the largest share will still be 
due to the new coal, iron, and copper supplies 
that were opened up then. Under any circum- 
stances their effect would have been far-reaching ; 
but it has been greatly enhanced by the rare skill 
with which they were exploited, and the gigantic 
scale on which they were financed. 

The United States has entered on its iron or 
rather on its metallic age, for copper is to play 
almost as conspicuous a part in its industrial 
future as iron or steel. The crucial question with 
regard to its minerals and all its other staple 
products is how long they may enable it to 
maintain the position of a surplus producer. 
There are two natural and irresistible forces con- 
tinually operating to shorten that period. One 
is the home demand for home-grown food, and 
the other is the increasing capacity of the people 
to work up their raw materials at home. If there 
were no special causes in operation, no fiscal or 
other policy in question, the mere growth of the 
population would be continually trenching "on the 
exportable surplus of food and raw materials. 

In some directions there are premonitory symp- 
toms of that process having already begun. In a 
few it seems to have made considerable progress. 
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In all or nearly all it is within the range of prac- 
tical economics. The upward bound of United 
States exports, which so frightened Europe a few 
years ago, has broken its head against the clouds, 
and is going downhill again. That in itself would 
be of small moment, for another rebound may 
come along any day. What is really significant 
is the gradual decrease in the exportable surplus 
shown by many of the staple products. For our 
jMresent standpoint it matters little what the 
special causes of decrease may be. Whether it 
be, as in the case of food, diminishing crops or 
increasing home consumption, and as in the case 
of raw materials, failing supplies or the extension 
of home manufactures, does not affect the main 
question. The exportable surplus may still look 
large and yet be shrinking relatively. The right 
test for it is the proportion it bears to the total 
output. If that be declining there is need to look 
for an explanation. When we begin to make such 
comparisons, one thing may surprise us greatly at 
the outset, and that is how very small a portion 
the exportable surplus generally is of the total 
product. 

The British public console themselves nowa- 
days for the backwardness of their foreign trade 
with the reflection that, after all, their home 
markets are far more important than foreign 
ones. They have no definite idea of the relative 
magnitude of the two, and will not take the 
trouble to find out until they are frightened into 
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it by an industrial crisis. But what is still mere 
hearsay in England is statistical fact in the 
United States. AU the necessary data are avail- 
able for exact comparison of the home and foreign 
branches of American industry. The statement, 
therefore, may be not only made but proved with 
r^ard to most of the raw products of the United 
States, that only a small percentage of the total 
product goes abroad in its raw state. Further, 
it may be afiKrmed as to some of the largest of 
them that the percentage exported is gradually 
declining. 

The bearing of these two facts on the relations 
between American industry and finance is too 
obvious to need pointing out. The higher a 
country rises above the agricultural into the 
manufacturing stage of industry, the more com- 
plex a system of finance it must need. Strange 
to say, it is hardly a quarter of a century since 
the agricultural exports of the United States were 
at their highest relative point, and the manu- 
factured exports at their lowest point. In 1880 
the respective ratios were — agricultural 83*25 per 
cent and manufactured 12*48 per cent. In 1900 
they had changed to — agricultural 60*98 per cent 
and manufactured 31*65 per cent. The two 
classes had, however, one significant feature in 
common — the declining ratio of exportable sur- 
plus to total product. This paradox holds good, 
even of iron and steel, the banner industries of 
the M'Kinley boom. 
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Exportation of American staples on a large 
scale dates only from 1870. The exports of 
to-day form as a rule a larger percentage of the 
total product than it did, or could have done 
then, though even this rule is not without marked 
exceptions. The share of the cotton crop ex- 
ported is relatively smaller than it was thirty 
years ago : in 1870 it was over 70 per cent, and 
in 1900 it was only 65*18 per cent. A similar 
decline has taken place in the petroleum exports. 
In 1878 they amounted to 72*67 per cent of the 
total production as compared with 45' 13 per cent 
in 1900. But, generally speaking, the export ratio 
of staple products is larger than it was in 1870, 
though in the interval it has been much smaller 
than it is now. A great expansion of it is notice- 
able at the beginning of the last decade ; but for 
the past three or four years (1900-1905) it has 
again shown a falling tendency. 

Almost any of the principal items in the above 
Table C will illustrate these fluctuations. In 
1876, out of a total output of 27 million tons of 
coal, less than i per cent was exported. So re- 
cently as 1898 the quantity exported was only 
2 per cent of the whole, and in 1904 it was only 
a shade over 3 per cent (3'04). Here there is no 
comparison whatever between the home and the 
foreign markets. As to pig-iron, the United 
States was in 1870 an importer rather than an 
exporter, though it did both on a very small scale. 
In 1900 it was both absolutely and relatively a 
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much smaller exporter than it had been thirty 
years before. All but 157 tons of the I3>^ million 
tons produced in the latter year was manu* 
fiactured at home. 

Steel and iron statistics were not completely 
separated till well on in the eighties, and their 
being mixed up renders any comparison difficult. 
The output of raw steel is not recorded till 1882, 
when it was returned at 1,736,692 tons. From 
now onward there was a rapid advance to over 
10 million tons in 1900. In both years the whole 
product seems to have been manufactured at 
home. Iron and steel railroad bars produced in 
1870 totalled 553,000 tons, of which only 30,000 
tons was steel. Nearly as much (456,000 tons) 
was imported, making a total supply for the year 
of fully a million tons. Only 1341 tons was ex- 
ported, including both home and foreign. In 1900 
the corresponding figures were 2,271,000 tons pro- 
duced, 2487 tons imported, 347,800 tons exported, 
and 1,925,790 tons manufactured at home. 

The preponderance of the home market over 
the foreign is always emphatic. In iron ore, 
pig-iron, manufactured iron, steel, and tin-plates, 
the home consumer is insatiable, and leaves little 
or nothing for export. Copper is the only metal 
which the Americans appear to produce largely 
in excess of their own industrial needs. Pig-iron 
they can never, it seems, have too much of. Even 
when the annual output runs up over twenty 
million tons they export very little, and that is 
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largely ofiset by imports. Only in four years out 
of the twelve, from 1890 to 1901, did the exports 
exceed the imports, and then the largest excess 
was under a quarter million tons. Nor can the 
explanation be offered that the pig-iron is held 
back in order to export it in the higher forms of 
manufactured iron and steel. The latter in their 
turn are all consumed at home to within i>^ or 
2 per cent of their total output. In 1901, out 
of iz% million tons of steel produced, all but 
630,000 tons passed into home consumption. In 
1902, out of nearly 15 million tons, little more 
than 300,000 tons went abroad. 

The tin-plate industry in the United States offers 
a very remarkable example of what can be done 
with a definite policy resolutely carried out. Up 
to 1891 the Americans received practically the 
whole of their tin-plates from Europe, chiefly 
from South Wales. The total imports of that 
year were 1036 million lb. Next year, 1892, the 
home manufacture started with an output of 13 >^ 
million lb. In 1900 the imports had diminished 
to under 150 million lb., while the home produc- 
tion had increased te 678 million lb. In 1901 
the imports declined further to 118 million lb., 
and at their present rate of contraction they may 
soon die out. Tin-plate making has become a 
purely domestic industry, with very small im- 
ports and practically no exports. In this de- 
partment the Americans seem to aim at being 
simply self-supporting. They do not as yet 



268 Book III. — Its Creative Powers. 

trouble themselves much about foreign trade 
either out or in. 

If we limit our view to mere volume of 
production, American industries made indeed a 
brave show at the opening of the present cen- 
tury. Their development in the preceding sixty 
years had been marvellous, and in the last two of 
these six decades it had been almost unparalleled. 
But the profit-and-loss side of the question has 
yet to be studied. On the whole, American 
production during these sixty years had been 
profitable. At some periods, when prices were 
exceptionally high and foreign demand strong, 
large profits had been made. The United States 
has been perhaps the most fortunate of all the 
food- and raw-material-producing countries. De- 
servedly so too, for it has been the most strenuous 
and energetic. But exceptional advantages are as 
a rule transient. They are produced by some 
special cause or causes, and when they cease the 
advantages die out with them. 

One of the most practical questions of the day 
in American finance is whether or not the huge 
production of recent years is as profitable to the 
nation as was the smaller volume of fifteen or 
twenty years ago. Since Morgan finance came in, 
the whole industrial organisation of the country 
has been changed to suit it. Capitalisation, fixed 
charges, labour, establishment expenses, and every 
detail of administration, have been worked up to 
a level that twenty or even ten years ago would 
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have seemed to demand impossibly large profits 
simply to keep them alive. Such profits can 
only^ be earned in exceptional seasons, and every 
good season may have to reckon with one or 
two bad ones. The youngest and most gigantic 
of the millionaire combines — the Steel Trust — 
has in its brief career already experienced two 
booms and as many sharp reactions. When we 
strike a balance between its ups and downs, what 
remains for the public ? Is it more or less than 
the iron and steel trades might have earned under 
the old and much less expensive conditions ? 

If we go through all the staple industries of the 
United States — agriculture, mining, metallurgy, 
engineering, textiles, &c. — and put a similar ques- 
tion to them, an equally dubious answer may be 
forthcoming. It by no means follows that profits 
have risen as rapidly as the capital, or the output, 
or the working expenses. In one or two im- 
portant cases the evidence points the other way. 
Look at the cotton trade, for example. Now 
that Lancashire, Germany, New England, the 
Southern States, Mexico, India, China, and Japan 
are all scrambling for it, its financial results 
cannot in average years be very lucrative. Worse 
still, their tendency must be rather downward 
than upward. 
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CHAPTER XIII. 

TRANSPORTATION. 

European economists generally treat transporta- 
tion as a mere distributive process, but in the 
United States it has a much wider significance. 
It is not a simple extension of the power of pro- 
ducersy or a cheapening of products to consumers. 
It does more than multiply markets according 
to Old World ideas. Transportation in the 
United States is a great financial interest with 
a sphere of its own. It is not dependent either 
on producers or on traders or on politicians. 
It has, in fact, become too strong for any of 
these, — perhaps for all of them put together. 
One of the most vital issues now pending in 
the Republic is, whether it is to control the 
railroads or be controlled by them. 

American railroads could not avoid becoming 
one of the strongest, if not the very strongest, 
interest in the commonwealth. They cover such 
an enormous area; they operate on such a 
gigantic scale; so many people are financially 
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interested in their success, that their influence is 
of necessity hardly inferior to that of the Govern- 
ment itself. An industry with 11,500 million 
dollars invested in it, which earns nearly 2000 
million dollars a -year gross, and spends over 
800 million dollars a-year in wages and salaries, 
cannot but be conscious of its own strength. 
With an army of over 900,000 men in its em- 
ployment, and another army of several hundred 
thousand holders of its securities, it has both 
labour and capital at its back. 

How this vast power has been actually used 
by its controllers is a question into which we 
need not here enter minutely. It is only with the 
general conditions and not the working details 
of the industry that we have to concern ourselves. 
It goes without saying that so gigantic an interest, 
in order to be efi&ciently handled, must have ad- 
ministrators of rare ability and enterprise. What- 
ever faults may be found with American railroad 
management, it has never lacked either courage 
or energy. On the contrary, no industry, old or 
new, has produced such a remarkable succession 
of strenuous and far-sighted leaders. Thanks to 
them, railroading has always been a pioneer in- 
dustry in the Great West. Instead of crawling 
cautiously after settlement, it has boldly led the 
way. And the boldest pioneers have, as a rule, 
reaped the richest rewards. 

Railroad builders have never in the history of 
the world had such brilliant opportunities as the 
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Great West offered to them in the lifetime of 
the present generation. It may be doubted if 
they will ever have such chances again. The 
railroad pioneer had the ball at his feet, not 
only in his own business, but in half a dozen 
others. In opening up a new country he had 
the first call of its agricultural and mining wealth, 
as well as of its commercial possibilities. He 
could become its chief landowner, mineowner, 
merchant, and banker, — a very different position 
from that of an English railway director with 
his weekly board meeting and his modest fees. 
In order to appreciate the peculiar importance 
of the transportation interest in America, we 
must remember that it has been in the highest 
sense creative. It has not only developed and 
built up districts already settled, but it has pro- 
moted new settlements. Its richest territory is 
generally of its own making. In such virgin 
areas it has to take wide views of its functions. 
In order to get traffic enough to live upon, it 
has to bear a hand in everything that is going 
on. By turns it has to be producer, trader, and 
banker, as well as transporter. Our legal defini- 
tion of a railway as a public carrier has been 
adopted by the Americans, but they give it a 
good deal of latitude in practice. In their view 
the public carrier cannot wait for business to come 
to him : when it does not come he must go after 
it. And when there is not enough in sight he 
must stimulate new sources of supply. 
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Hence the most distinctive peculiarity of Ameri- 
can transportation, that it stands very close to 
production, — so close at times as to overlap it. 
Coal and iron mining, for example, are little 
more than transportation of material from one 
place to another. The coal and iron are sub- 
stantially the same when they reach the furnace 
as when they left the mine. Lumbering is 
another industry which owes nearly everything 
to transportation. The felling of the tree is a 
matter of a few minutes* work, but the marketing 
of it may involve a long series of handlings, 
together with a haulage of several thousand 
miles. Ninety per cent of its final cost may be 
due to transportation. Moreover, a margin of 
5 per cent in cost of transportation may be all 
that stands between millions of feet of growing 
timber and a possible market — just as the open- 
ing up of a new wheat country may depend on 
a cent or two per bushel of railway rate. 

The favourite maxim of the British railway 
manager that rates should be "what the traffic 
will bear " is a pious opinion with the American 
manager also, but he has another maxim that 
considerably qualifies it. It is that the " freight 
must be moved." When the shipper and the 
traffic agent are sparring over a rate, it is always 
understood between them that the goods have 
got to go somehow. There is never any question 
of letting them lie where they are. Professor 
W. D. Taylor, of the University of Wisconsin, 

S 
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in replying to the charge that there is no system 
in the making of railroad freight rates, says: 
" There is a law upon which they are constructed 
that every traffic-man from Maine to San Fran- 
cisco knows must be observed — rates must move 
the freight, and if possible must move it in in- 
creasing quantities." Every traffic -man from 
Maine to San Francisco knows, further, that 
there are only two ways of getting freight for 
his road in increasing quantities. One is to 
capture it from his competitors, and the other 
is to develop new business. 

The first was the old style, suited only to the 
barbaric age of railroading. The second is the 
new style, which is rapidly superseding the old 
one. The railroad manager of the present day 
thinks much more of creating new traffic than 
of filching traffic from his neighbours. Of course 
human nature is not yet perfect, even in the 
traffic departments of American railroads, but 
it is due to them to remember that the greatest 
railroad triumphs of the past ten years have been 
achieved in the opening up of new territory 
rather than in scrambling for the business of old 
territories. A fresh fit of pioneering is now on, 
both in the south-west and north-west. At least 
seven thousand miles of new road are being built 
this summer (1906) on the Pacific coast, especially 
in Washington, Oregon, and British Columbia. 
California too will have large additions made to 
its mileage. 
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If these new roads were built on the European 
plan — laid down and left to take care of them- 
selves — they might soon be streaks of rust on 
the prairie. But the American railroad pioneer 
not only builds roads, — he feeds them and creates 
traffic for them. He is public-spirited as well as 
far-sighted, and whatever minor grievances the 
people may have against him, they always recog- 
nise his devotion to the general good. He, on 
his side, identifies himself with all local interests, 
and regards their prosperity as the greatest pos- 
sible compliment to himself and his road. Not 
being shackled by cast-iron rules and tariffs, he 
can make special concessions when needed. 

The strongest argument brought against the 
Bill lately passed by Congress, to confer on the 
Inter-state Commerce Commission the power to 
fix rates, was that under it managers would no 
longer have a free hand to grant low rates for 
emergency traffic. They would, it was said, have 
to give up what has hitherto been one of their 
most useful privileges — that of assisting to open 
up new markets and to extend old ones. As 
examples of this it was alleged that — 

From Michigan to Louisiana and from Texas to Oregon, 
the rates of the railroads have been so adjusted to 
the needs of the shippers of lumber, that logs and 
their products have found continually extending and 
increasing markets. The citrus and other fruits and 
canned goods of California find, through continually 
lowering rates, a widening sale. The sugar beet and 
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the sugar industry of Colorado and California could 
never have been placed upon a paying basis had not 
the railways made sacrificial rates in the interest of 
these industries. . . . Where there has been over- 
production of potatoes and other v^etables that must 
be marketed at once or perish, the railroads from the 
growing r^ons have made rates that saved the pro- 
ducers from loss. There is not a coal-field in the 
United States whose operations have not time and 
again called upon the railroads serving their mines to 
grant concessions in rates because of changing market 
conditions. The asphalt industry of Texas and Cali- 
fornia was built up by the railroads, which successively 
lowered their rates as prices had to be reduced to meet 
competition in distant markets. . . . The trade of the 
United States with the Orient is being built up by the 
making of rates to the Pacific coast that allow manufac- 
turers to ship their merchandise to trans-Pacific markets. 

The above illustrations refer chiefly to domestic 
trade, but others even more striking are furnished 
by the foreign trade of the United States. Every 
one knows that it was a combination of low rail- 
road rates to the coast, and of low freights across 
the Atlantic, that enabled the American farmer to 
capture the grain markets of Europe. But few 
realise even yet the full extent of the economic 
revolution which this sudden invasion of cheap 
transportation produced. Fully twenty years ago 
the * Nineteenth Century' published a notable 
article by an American writer, Mr F. B. Thurber, 
in which he said — 

On the isth December the steamer Servia left New 
York for Liverpool with four thousand tons of food, a 
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portion of which had left Chicago only a week previously. 
On the 24th December it was in Liverpool, four thousand 
miles distant, at a cost — and here is perhaps its most 
marvellous feature— of five dollars, or one pound sterling 
per ton: equal to 25 cents or one shilling per 100 lb. 
— a sum that a drayman would charge for carrying a 
parcel of similar weight from one side of London to 
the other. 

If Mr Thurber were rewriting that passage 
to-day he might treble the shipment and halve 
the rate per ton, thereby increasing proportion- 
ately the advantage which the American farmer 
derives from abnormally cheap transportation. 
But the capture of the British market was an 
easy triumph compared with others that followed 
in its wake. Even Prince Bismarck had to 
capitulate to American railroad rates after making 
a strong fight against them. When the industrial 
development of Prussia began, the food consump- 
tion soon exceeded the domestic supply. Prices 
rose, in consequence, and food became so dear 
as to hamper industrial operations. Exactly the 
same situation arose in Prussia that compelled 
England to abolish her corn laws in 1846. Cheap 
food was indispensable to cheap manufactures, 
and consequently to success in foreign markets. 

At that time not only were there high duties 
on foreign grain, but the Government railways 
charged high rates on domestic grain. Bismarck's 
dilemma was that one or other or both must be 
sufficiently reduced to satisfy the demand for cheap 
food. The railways as then operated could not 
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materially lower their rates» and the only alter- 
native was to lower the customs tariff. Thus 
American grain found its way into Prussia, then 
the most protective state in Europe. But that 
was not all. In the end the American railroads 
benefited by their self-denial even more than the 
farmers did, for whom it was specially intended. 
When the special rates to Europe were first 
put in they barely paid working expenses. As 
often as not there may have been an actual loss, 
but in those days that did not matter much, as 
it would usually fall on the British bondholder. 
By degrees, however, 

tonnage upon the railroads increased so rapidly that the 
rates, which were at first put in to meet the emergency 
of a panic, became profitable rates. These low rates — 
lower than had anywhere before that time existed — ^have 
since then, with the steady development of the country, 
been still further reduced. 

These interesting facts are derived from a paper 
read a few months ago (1906) before the Wheat 
Convention at Pullman (Washington), by Mr B. 
J. Grosscup of the Northern Pacific Railway. 
The paper, as a whole, is a very lucid and 
reasonable statement of the railroad case against 
Government intervention. At the same time 
it presents a broad practical view of the trans- 
portation problem in its American aspects. 
Thoroughly American in sentiment, in stand- 
point, and in its method of handling the facts. 
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it clearly illuminates its own side of the ques- 
tion. "To stimulate tonnage/* said Mr Gross- 
cup, "is the first consideration of the railroad 
traffic manager." In Washington states 20 per 
cent of railroad tonnage came from the farms, 
consequently, 

the prosperity of the farmer and that of the railroad are 
dependent one upon the other, and dependent practically 
in the same proportion. Any influence which will raise 
or lower the tonnage produced and marketed, adds to 
or cuts down the revenues of the carrier. Any influence 
which will raise or lower the price of transportation will 
add to or cut down the profits of the farmer. 

The moral drawn by Mr Grosscup is obvious. 
The railroad and the farmer should "help each 
other along." The railroad, he said, 

must fix a rate which will allow the producer to lay by 
money in years of good yield and in years of high prices, 
so that he may continue his industry in less encouraging 
circumstances. On the other hand, you producers will 
find it an advantage to allow the railroads in years of 
abundant tonnage to lay aside a surplus to revise their 
grades, to straighten their curves, and to buy improved 
machinery, so that in years of poor crops and low ton- 
nage the railroad may be able to carry you over without 
raising your rates when you cannot afford to pay. 

Since the Railroad Rates Bill became a busi- 
ness proposition, farmers, traderis, and shippers, 
generally, have been freely treated by railroad 
men to such talk as Mr Grosscup's. Doubtless 
it has been all honestly meant, and might be 
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lived up to if there were no external interference. 
If the farmers and the traffic managers were left 
to themselves they might realise to a moderate 
extent Mr Grosscup's idyllic picture of what 
their relations ought to be. Unfortunately every 
Garden of Eden is liable to the intrusion of 
beguiling serpents. The railroad Garden of Eden 
has its financiers, its speculators, and Wall Street 
parasites of all kinds. It is peculiarly liable to 
their attacks. In fact, the highly speculative con- 
ditions under which it operates invites them. It 
is their largest and most active field of operation. 

A grain crop, which may be anything from three 
thousand million bushels to over four thousand 
millions, and which may vary in value by a 
thousand million dollars, almost compels specula- 
tion. For the grower it is a speculation as well 
as for the carrier, the dealer, and the banker. 
Strange, indeed, but unquestionably and unavoid- 
ably true, that the first and most necessary of 
human industries — food -growing — gives rise to 
the most systematic gambling. The food-grower 
and the carrier become involved in it whether 
they will or not. The railroads have always to 
provide in advance for moving a heavy crop, what- 
ever it may actually turn out to be. And what a 
gigantic operation this is the average American 
himself has but a dim conception. 

It was estimated that the crops of 1905, if they 
had all come to market direct, would have re- 
quired between four and five million cars to move 
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them. Fortunately for the railroads they have 
to provide for only about a third of the total. 
Even that comparatively small share calls, how- 
ever, for a million and a half of cars and nearly 
forty thousand locomotives. The traffic managers 
have a double problem to solve in this annual crop 
movement. First, they have to get the empty cars 
sent west, and then they have to bring the full 
cars east. The first is perhaps the greater diffi- 
culty of the two. All sorts of shifts have to be 
resorted to for getting cars sent west. So hard 
pressed for them are some of the Granger roads, 
that they oflFer reduced rates for west bound 
freight, simply to have the use of the cars back. 
Between weather, markets, politics, wheat- 
corners, and car famines, many things may 
happen to a railroad during the crop -moving 
season. To aggravate the trouble the crop-move- 
ment generally clashes with the tail of the 
passenger excursion traffic. From August to the 
end of November every Western road expects to 
be in a state of hopeless blockade. One huge 
train has to follow another as fast as they can 
be made up. The quantities of freight handled 
are away beyond European reckoning. Any com- 
parison between them and average English train- 
loads would sound absurd. Nor is it the weight 
of the train only that differs. The rails, the 
equipment, the traffic arrangements, and the 
whole scheme of management has to be on a 
corresponding scale. 
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Where an English traffic manager might boggle 
over supplying a station with two or three extra 
waggons^ a Western manager has to collect a 
thousand cars and distribute them over fifty or 
sixty different stations. As for sidings and yard- 
tracks he has to be extending them all the time. 
He has to keep them ahead of the traffic instead 
of dragging months or years behind it, as may 
happen in easier-going parts of the world. Even 
second- or third-rate stations on Western roads 
have far more shunting accommodation than an 
average suburban station in London. The latter 
appear to be designed for an irreducible minimum 
of local traffic, and when a building boom or any 
little extra comes along they are at once over- 
whelmed. It is a common occurrence near 
London for builders and contractors to suffer 
serious inconvenience and delay which could be 
remedied by a few hundred feet of new yard 
track. 

There is no petty parsimony of that sort about 
American railroad management. Its tendency is 
in the other direction, as British holders of 
American raikoad stocks know but too well. 
Herein we have one of the most radical differ- 
^ences between the English and American systems. 
In England the man who has to be first con- 
sidered is the shareholder. He has to get his 
modest half-yearly dividend in any case — and 
very modest it has become of late years. There 
was not much difficulty about this so long as 
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capital accounts were open and directors had a 
free hand for fresh borrowing. But when share- 
holders discovered that the new capital which 
was being piled up yielded little or no additional 
revenue^ they insisted on drawing in. Capital ex- 
penditure has consequently been much reduced 
of late years. But so also^ I fear, have been the 
current improvements and extensions which used 
to be charged to it. No doubt the roads are 
being adequately maintained so far as current 
traffic is concerned. It may be questioned^ how- 
ever» if as liberal provision is being made as 
formerly for developing traffic and giving in- 
creased facilities wherever they may be needed. 

It is quite otherwise in the United States on 
all these points. The stockholder is not the first 
person to be considered^ but the last. Managers 
are not merely taking care of current traffic, they 
are preparing for new traffic wherever there is 
the least prospect of securing any. The almost 
unbroken prosperity of the past decade has en- 
abled them to practise freely their traditional 
policy of looking well ahead. " Betterments " — 
that special bugbear of the English stockholder — 
were never so lavishly indulged in as now. They 
not only divert many millions a-year of dividend 
money into unknown channels, but they necessi- 
tate large and frequent issues of new securities. 

This "betterment" question is very complex, 
and has many pros and cons to it. When its 
demands were considered temporary, and could 
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be attributed to the half-made character of the 
roads, they were borne with scant patience. Now 
that they are becoming chronic they excite a 
fear that we may be permanently committed to 
them. They may imply that American rail- 
roads, and Western roads especially, are being 
so severely strained by the heavy traffic accumu- 
lating on them as to require practical rebuilding 
every ten or fifteen years. Should this be the 
case, ** betterments " will in future have to be 
recognised as a second category of working 
expenditure. There will be, first, the ordinary 
revenue and expenditure as given in the monthly 
statements; and next, the extraordinary ex- 
penses. The latter are once more in a state 
of abnormal activity, if we may judge by the 
rapid flow of bond and stock issues now going 
on. A few years of such new issues, and the 
capital accounts of the railroads may lose all 
the benefit of the drastic reform they under- 
went in 1896. 

Wall Street flatters itself nowadays that its 
railroad stocks have had the last drop of water 
squeezed out of them by the large payments 
made out of revenue for permanent improve- 
ments. But if watered capital has disappeared, 
there is still a large amount of dead capital — 
in other words, yielding no return to its owners. 
So recently as 1903, 272 million dollars out of 
4906 millions of funded debt was paying no 
interest, and 2704 million dollars out of 4357 



Transportation. 285 

millions of stock was in a similar plight. The 
respective proportions were 4*33 per cent of 
funded debt, and nearly 44 per cent of stock. 

In this respect the capital accounts of the 
English railways make a much better showing. 
In 1903 only 11*9 per cent of ordinary stock, 5*1 
per cent of preference, and practically nothing 
of the debenture stock, were earning no interest. 
Preference and ordinary stock, taken together, are 
financially dead to the extent of only 8 per cent, 
as against 44 per cent of American stock. Before 
this flood of new issues set in, the non-interest- 
bearing securities of American roads was being 
reduced at a very satisfactory rate, but latterly 
it has shown some tendency to grow again. 

There are now so many different railway 
systems in the world, and so many varieties of 
administration, that a bewildering diversity of 
results has become inevitable. The younger 
systems seldom follow in the track of the older 
ones, and the past is no reliable guide as to 
the future. American roads will never have 
much in common with English ones. Still less 
likely are they ever to approximate to the State 
railways of Germany, with their bureaucratic 
management and their semi-military discipline. 

But there is one comprehensive question which 
affects the future of all railway systems, whatever 
their nationality or their local conditions. It is 
how their net earnings are to be affected by their 
future growth. No doubt or fear need be enter- 
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tained as to the expansion of their traffic ; under 
any circumstances it is tx>und to be immense. 
But how is the new and ever-increasing traffic 
to pay? That is the kernel of railway finance. 
Unfortunately past experience, so far as it goes, 
is not encouraging on this particular point. The 
older railway S3rstems show an almost unvarying 
increase in the ratio of working expenses and 
a decrease in the ratio of net receipts. English 
railways furnish a flagrant example of this appar- 
ent law of diminishing returns. It may not be 
so conspicuous in France or Germany, but there 
too it can be clearly traced. 

The high-water mark of English railway divi- 
dends was reached in 1899. They had then the 
benefit of a conjunction of favourable conditions 
— heavy traffics, mild weather, and moderate ex- 
penses. In that year the railways of England 
and Wales reported gross earnings amounting 
in the aggregate to 86^ millions sterling. In 
the five following years there was a further gain 
of fully six millions sterling gross, but hardly a 
penny of it reached the shareholders. What 
with an all-round rise in working expenses, 
charges on new capital, and other fresh burdens, 
dividends, far from keeping abreast of gross earn- 
ings, fell steadily behind them. Not since the 
early days of English railways have shareholders 
received so small a proportion of the gross re- 
ceipts as they do just now. 

This disappointing result is due to many causes. 
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some of them no doubt locaI» but others, it may 
be, inherent in the growth of railway traffic. The 
very prosperity of a railway may often penalise it 
in certain directions. And just where outsiders 
would naturally suppose that it was prospering 
most, it may be finding the greatest difficulty to 
maintain a fair margin of profit. If it be a trunk 
road linking together a number of large and grow- 
ing cities, each of these cities may tax its strength 
severely. If it be a shipping port, it will require 
costly terminals, docks, and shipping facilities. 
If it be a mining or a manufacturing centre, it 
will be continually calling for new side-tracks, 
larger yards, and finer depots. At length it 
may become so expensive to supply these, that 
the densest traffic will not adequately repay the 
outlay. In London this extreme point has been 
reached on some of the urban lines. The cost of 
lengthening platforms, and otherwise providing 
for the growth of passenger traffic, more than 
swallows up the increase of revenue. 

The larger the railway system and the greater 
the amount of capital invested in it, the more 
serious for it is this problem of the future. The 
American roads of to-day have more mileage than 
all the European systems combined. They have 
furnished a larger amount of securities, and these 
have wider markets than any European stocks of 
their class. If the law of diminishing return is 
going to hold true of them also, not only will 
their future be materially affected, but a new 
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element of uncertainty will be introduced into 
their present values. 

American railroad managers would already seem 
to have a presentiment of the above danger. On 
all financial questions the best of them take a 
more conservative line than they did formerly. 
They no longer endorse the optimist anticipations 
of Wall Street, that net earnings will always be 
as progressive as the traffic itself. Still less do 
they countenance the idea that there is still room 
for indefinite cheapening of the cost of trans- 
portation. On this point they gave some very 
significant replies to leading questions put to 
them by the New York * Evening Post.'^ As 
regards net earnings, they were asked if they 
looked for further increase, for stationary con- 
ditions, or for a decrease. As to the unit of cost 
of operation, they were invited to say if they 
thought it could be still further reduced, or if the 
minimum had been already reached. 

Involved in the latter issue are some most im- 
portant financial questions. It symbolises the 
American railroad policy of the past decade. The 
** unit of cost of operation " has during that 
period been a magical spell to the whole railroad 
world. It has served as an excuse for enormous 
expenditures on so-called improvements, which 
have sometimes amounted almost to a complete 
rebuilding of the road. The perfect ** unit of 
cost of operation " was only to be achieved by 

'Evening Post,' December 31, 1904. 



Transportation. 289 

trebling or quadrupling the capacity of cars, and 
increasing proportionately the weight of the train. 
In order to carry trains three or four times 
heavier than they used to be, bridges had to be 
strengthened, rails to be made heavier, and loco- 
motives more powerful. Up to a certain point 
the economy effected by the new method was 
obvious and indisputable. The cost of mere 
haulage was greatly reduced, but it now begins 
to appear that that reduction may be largely 
offset by increased cost of maintenance of way. 
There are, in short, two sides to the ** unit of 
cost of operation." In the first blush of its popu- 
larity we were allowed to see only its economical 
side. Now the reverse side is coming into view. 
Many railroad men in the United States are 
beginning not only to see it but to feel uneasy 
about it. President Truesdale of the Delaware, 
Lackawamra, and Western is of opinion that ^* the 
minimum cost of operation has been reached — 
for the present, at least." Further reduction, he 
adds, cannot be secured without a substantial 
reduction in wages and cost of steel, iron, and 
other articles used largely by the railways. 



BOOK III -ITS CREATIVE POWERS. 



CHAPTER XIV- 

CREDIT, 

The creative powers of American finance, as ex- 
hibited in the production and transportation of 
commodities, admit of little or no controversy. 
They are absolute matters of fact. All that is 
needed to demonstrate them is an array of figures 
which speak for themselves. With the other two 
creative powers — credit and capitalisation — it is 
different. They are not plain one-sided questions 
admitting of simple measurement or comparison. 
Neither are they purely economic questions. So 
Car from being plain and simple, they are the 
most intricate and many-sided problems in the 
whole range of national economy. They in- 
volve ethical as well as economic issues. They 
cannot be judged solely by quantitative standards. 
Quality is often, and in fact generally, of greater 
importance in relation to them than quantity. 

When we say of the United States that it is 
the largest producer of material wealth on record, 
that is an absolute unqualified distinction. There 
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can be no moral qualification to it— no detraction 
from the honour it reflects on American pro- 
ducers. So when we say that the United States 
leads the world in the science of transportation, 
that is also an absolute distinction without any 
moral drawback or reservation. There is no re- 
verse side to the shield. Every mile of railway 
built and every additional ton of food or raw 
material raised are sheer boons to a xountry. 
They can be enjoyed without any fear of excess 
or misuse. On the other hand, credit and 
capitalisation are sinister as well as beneficent 
powers. They are good only up to a certain 
point, and after that they change their characters 
completely. When carried beyond the safety line 
they become perilous. When pushed to wild 
extremes, as they sometimes are in times of 
exuberant prosperity, they may wreck them- 
selves and all the castles in the air that have 
been built up on them. 

The development of national credit is thus only 
one part of the task. Making it solid and stable 
is the second and far more important part. So 
in capitalisation, magnitude may count for a great 
deal, but safety should count for a great deal 
more. It is humanly impossible to have magni- 
tude and safety combined, so a choice has to 
be made between the two. Some people — the 
British, for instance — think first of safety, while 
others, notably the Americans, prefer size. They 
will sooner ** take their chances " on a big thing 
than on a little one. Hence the huge volume of 
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their commercial and financial operations, which 
exceeds that of other countries in a £3ur greater 
degree than the material production of the United 
States exceeds their production. As producers 
the eighty millions of Americans are not so very 
far ahead of their Old World rivals, but as traders 
and financiers they are away out of sight. 

Even American readers will be hardly prepared 
to hear that the banking operations of New York 
exceed in volume those of London, but they do. 
In 1905 the aggregate returns of the London 
Bankers' Clearing House were rather less than 
12,288 millions sterling, or 61,440 million dollars. 
In the same year the New York clearings aggre- 
gated 93,822 million dollars, or fully half as much 
again. This predominance of New York over 
London is not, as might be supposed, a matter 
of recent date. It is almost a quarter of a century 
old, the New York clearings having passed those 
of London so long ago as 1882. In that year 
their respective totals were 37,434 million dollars 
and 29,647 million dollars (5929 millions sterling). 
This comparison is favourable to London in so 
far as all its important banks are '' in the clear- 
ing," whereas in New York a large number are 
** non-clearing." 

A general comparison of the two countries in 
respect of bank clearings will magnify the Ameri- 
can predominance greatly. It must, however, be 
limited on our side to England, there being no 
published returns for Scotland or Ireland. Even 
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for England they are only partial, being limited 
to eight clearing centres — namely, Manchester, 
Liverpool, Newcastle, Birmingham, Bristol, Shef- 
field, Leeds, and Leicester. The aggregate of 
1905 for these eight centres was only 664 millions 
sterling (3^664,443,800) or 3320 million dollars. 
In the same year the American bank clearings 
outside of New York amounted to 50,050 million 
dollars, or fully seventeen times the total of the 
eight chief provincial cities in England 1 So 
much greater is the volume of credit operations 
in the younger country than in the older one, 
that it implies wholly different methods of trade 
and finance as well as of banking. It may be 
interesting to contrast our eight chief provincial 
cities with the eight American ones that come 
nearest them in size. They appear below in 
parallel lists: — 

Bank Clearings of 1905 in Eight English and 
Eight American Cities. 





In millions of 




In millions of 




dollars. 




dollars. 


Manchester . 


1317-9 


Chicago . 


10,142*0 


Liverpool 


10159 


Boston . 


7.655-0 


Newcastle 


317-4 


Philadelphia 


. 6,929-0 


Biraiingham . 


277-8 


St Louis . 


2,890-0 


Bristol . . 


155-8 


Pittsburg 


2,506-0 


Sheffield . . 


91-8 


San Francisco 


. 1.835-0 


Leeds . . 


87-8 


Baltimore 


1,2900 


Leicester . 


55-6 


Cincinnati . 


. 1,205-0 




$33200 




$34,452-0 
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Thus the bank clearings in 1905 of the eight 
chief interior cities of the United States were 
fully tenfold greater than those of the eight chief 
provincial cities of England. The volume of 
business represented by aggregate clearings of 
34,452 million dollars a-year is away out of sight 
of one that clears only 3320 million dollars a- 
year. Of course, the excess can be partially ex- 
plained away by differences in business habits 
and methods. In all classes of American busi- 
ness more frequent settlements are the rule than 
with us. There is nothing in Wall Street or 
in any American Stock Exchange corresponding 
with our fortnightly settlements. A fortnight's 
accumulation of Wall Street sales might run up 
to ten million shares, to say nothing of a few 
hundred million dollars of investment bonds. It 
would be almost an impossibility to get through 
the mechanical work of such an account. Wall 
Street brokers have all they can do to keep 
abreast of their daily settlements. Each day's 
sales have to be completed and paid for the 
following day. Loans have also to be renewed 
or paid off daily. 

Seeing that Wall Street turns over at least 
a hundred shares for every one bought or sold 
in Capel Court, its daily settlement may easily be 
quite as large as our fortnightly one. In com- 
mercial payments there may not be so much 
difference between the two countries as in Stock 
Exchange operations, but they evidently call for 
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a much larger number of cheques in the States 
than they do in England. This may be partly 
due to shorter credits, partly to a less general 
use of bills and promissory notes, and partly to 
a more extensive use of small cheques. At large 
American works the practice is being introduced 
of paying workmen by cheque. In mining camps 
it is becoming popular both with masters and 
men, because of the trouble and risk avoided of 
holding big cash reserves. 

But these are mere details compared with 
the true explanation of the enormous volume of 
American clearings — namely, the vast number 
of business transactions of all kinds that pass 
through the American banks. When all known 
diversities of American banking have been allowed 
for, the superstructure of American credit is still 
large enough to completely overshadow every 
other. It dwarfs anything that Europe can put 
in competition with it, and is, in fact, one of 
the most remarkable developments of American 
finance. Next to the physical resources of the 
country, the energy of the people, and their 
magnificent system of transportation, credit has 
been the strongest factor in making the United 
States what it is to-day. 

Though the magnitude of American credit is 
its most striking and distinctive feature, it is not 
the most interesting or important. The first im- 
pression it makes on a foreign observer is greatly 
enhanced by closer examination. As step by 
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step we investigate its huge mechanism, our 
wonder grows and intensifies. Along with that 
there may arise in conservative minds feelings of 
suspicion and misgiving as to the possibility of 
so immense a fabric bearing the strain which 
adverse times must throw upon it sooner or 
later. It has long passed what Europe would 
consider prudent limits. But that alone is not 
enough to condemn it offhand, seeing that the 
material wealth and the brain power behind it 
are equally beyond European conceptions. 

At the census of 1900 the total wealth of the 
United States was estimated at 94,300 million 
dollars — almost identical with the aggregate of 
the bank clearings in New York last year 
(93,822 million dollars). It was less, however, 
than two -thirds of the total bank clearings in 
the United States in the same year — namely, 
143,872 million dollars. But in order to do 
justice to the banks, a considerable percentage 
should be added for cheques not cleared. If this 
be put as low as 15 per cent it will increase the 
143,872 millions by 21,580 millions, making a 
grand total of 165,352 million dollars, or 33,070 
millions sterling! It requires some thinking to 
realise such a tremendous fact as this, that the 
payments made through the banks in a single 
year are nearly double the amount of the estim- 
ated wealth of the country! It is much more 
difficult to conceive what an enormous addition 
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to the economic power and activity of the country 
must have hence resulted. 

First of all, let it be noted that nearly the 
whole of these bank payments are founded on 
credit pure and simple. There may have been 
a few customers of the banks who traded ex- 
clusively on their own money, but at least 90 
per cent of them traded on their credit. They 
were borrowers as well as depositors. The de- 
posits and the loans were to a large extent the 
same money on different sides of the account. 
The banks, the depositors, and the borrowers 
entered, as it were, into a convention to trust 
each other under stated rules and conditions. A 
certain amount of legal money had to be put 
up as a guarantee fund, but the basis of the 
structure was credit alone. Every cheque was an 
instrument of credit, the real security for which 
was the character and good faith of the drawer. 

In this vast network of credit operations, there 
were nearly twenty thousand different banks en- 
gaged. Their nominal resources, as reported to 
the Comptroller of the Currency in August 1905, 
were 16,918 million dollars, but that amount is 
subject to large deductions for cross entries. The 
working funds of the banks are their individual 
deposits, which in August 1905 aggregated 11,350 
million dollars. We may assume, for the sake of 
simplicity, that these were all drawing accounts, 
though a good many of them may have been 
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special deposits. In 1905 they were actually 
drawn upon to the amount of 143,872 million 
dollars by means of cleared cheques, and prob- 
ably to a further amount of 21,580 million dollars 
by cheques not cleared. Every dollar in deposit 
was thus chequed out thirteen or fourteen times 
in course of the year, and the trading capital of 
the country was augmented to that extent. 

Of all the millions of traders with bank ac- 
counts, perhaps not one in fifty could have even 
begun business without the credit facilities thus 
furnished to him. Every enterprise, from the 
smallest to the largest, has been enabled through 
these fecilities to multiply its operations five 
or tenfold— many of them much more. All the 
legal money in the country, greenbacks and silver 
certificates included, is a mere drop in the bucket 
compared with the payments by cheque. On 
January i, 1906, the amount of money in circula- 
tion was 2671 million dollars, namely — 



Gold coin and bullion 
Gold certificates 
Silver dollars . 
Silver certificates . 
Subsidiary silver 
Treasury notes, 1890 
United States notes 
National bank-notes 



$654,168,000 
480,939,000 
83,736,000 
463,960,000 
1 10,029,000 
8,275,000 
343,262,000 
527,173,000 

92671,542,000 



There was thus only one dollar of legal money 
in circulation for every 62 dollars paid by cheque 
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in course of a year : only one dollar of metallic 
money for every 92 dollars paid by cheque ; and 
only one dollar of gold coin for every 146 dollars 
paid by cheque. Excessive as we are accustomed 
to consider the supply of money in the United 
States, banking credit is beyond all comparison 
a larger factor in the commercial and financial 
operations of the country. It is so immensely 
preponderant, that the metallic reserves, huge 
as they look, are a merely nominal safeguard 
for it. One year, or even half a-year, of bad 
banking might easily drain away most of the 
gold in New York. If such a calamity were to 
happen, — and it is not, to say the least, beyond 
the range of possibility, — the clearing banks might 
be thankful to have an independent Treasury with 
gold reserves of its own to fall back on. 

Speaking with due respect for the banking 
profession as a whole, I doubt if in any part of 
the world it adequately realises the vast possi- 
bilities and the corresponding dangers of the 
credit system it has built up during the past 
half century. Least of all in England, where 
it originated, and has been most cautiously de- 
veloped, does it appear to be clearly understood. 
The fundamental truth that credit is a thing by 
itself, apart from all the currency and banking 
problems of an older day, is as yet very dimly 
realised. The heads of the banking world in 
London indulge now and then in academic dis^ 
cussions on the nature of credit which betray 
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very slight fetmiliarity with its first principles. 
On one occasion the question was gravely raised 
whether or not bankers could ** create credit," 
and the conclusion arrived at was that the 
Bank of England could, but that the power of 
the outside banks to do it was doubtful! 

These gentlemen were " creating credit " every 
day without suspecting it. They were like 
M. Jourdain, who had talked prose all his life 
without knowing it. The text-books they pro- 
vide for the education of their clerks would have 
cleared up the point for them in a few minutes. 
But the British banker of the present day shares 
the distinction bestowed by Lord Beaconsfield 
on the British aristocracy — he never reads. The 
City nowadays considers it bad form, either to 
read or to *'talk shop." Its ideas of banking 
credit are therefore to be excused if they seem 
hazy and uncertain. Half a century ago they 
were much more definite, as may be gathered firom 
the banking text-books of that period. 

Few of the functions of modern banking have 
been less thoroughly elucidated than the creation 
of credit, though it is the crux of the whole 
science. This oversight is not so much to be 
wondered at in English authorities, whose ideas 
come to them chiefly by inheritance, and to whom 
new facts are a nuisance rather than an edifica- 
tion. But it is a little surprising to find Ameri- 
can authorities so wide-awake and well-informed 
as Mr Charles Conant, adopting the narrow 
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English point of view. His American experience 
should, I think, have shown him that whether 
or not that view be large enough to cover the 
credit operations of European countries, it is 
much too small for those of his own country. 

Mr Conant opens the fourth book of his 
'Principles of Money and Banking* with the 
following definition of credit : — 

One of the most important factors in the mechanism 
of modern finance is the use of credit Credit has so 
greatly economised the use of money, that it has led 
in some quarters to the belief that it was capable of 
superseding money entirely. The use of credit in one 
form or another has become so nearly universal that 
money, if it did not retain the important function of 
the standard of value, would be to a great extent re- 
duced to the subordinate rdle of settling retailed trans- 
actions. The greater part of the commerce of the 
world is carried on by a refined system of barter, in 
which banking credits in one form or another are the 
chief factors : but sound banking involves the promise to 
pay metallic money^ and therefore is based upon such 
money. 

This is the Lombard Street view to a hair- 
stroke, stated with a clearness and precision of 
which Lombard Street is itself incapable. It is 
also the academic view which has been expounded 
for years firom all the chairs of political economy 
in Germany. Mr Conant has no difficulty in 
arraying a score or more of eminent professors 
in its support. But it is significant that the one 
English authority of any weight on the point — 
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namely, Henry Dunning Macleod — should be 
against him. Mr Macleod's name is identified 
with what may be called the large American view, 
as distinguished from the narrow English one. 
It was he, in fact, who first advanced the appar- 
ently paradoxical but practically true doctrine, 
that credit is a form of capital distinct from 
money. In his 'Elements of Banking,* he pro- 
pounds a theory of credit exactly the reverse of 
Mr Conant's, and without endorsing it altogether, 
I reproduce it here that the two may be carefully 
compared. 

Mr Macleod, having distinguished banking 
documents, like bills of lading and dock warrants, 
which are mere collateral securities, from bank- 
notes, bills of exchange, &c., which are pure forms 
of credit, proceeds thus : — 

The merchant or trader who buys goods on credit is 
not the trustee or bailee of the goods, but ihtir proprietor. 
The seller of the goods cedes the property in them 
absolutely, and receives in exchange only the abstract 
right to demand payment at a future date. Like the 
banker, the buyer is simply debtor to the seller. In 
both cases there is a new property created which may 
be recorded on paper, either in the form of a bank-note 
or a bill of exchange, which may be bought and sold 
quite independently of any specific money. Hence all 
forms of paper credit are absolutely separated from any 
form of specific money, and that is the very reason why 
they are called credit, because the holder of them has 
nothing but the right to demand money from some 
person. 
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To the ordinary mind it may not seem that 
much is gained by "separating credit absolutely 
from any specific 'money," but if Mr Macleod's 
rather wire-drawn reasoning be closely followed 
it will lead to conclusions of some practical value. 
He is on firm enough ground in pointing out that 
a debt, contracted in the ordinary course of busi- 
ness for value received, is actually represented by 
two distinct things, both negotiable. One is 
the commodity sold, which has passed into the 
hands of the buyer ; and the other is the promise 
to pay at a future date, which has been given to 
the seller in exchange for the commodity. As 
soon as the bargain is completed the two things 
part company, and each goes its own way. The 
commodity may circulate in one direction, and 
the promise to pay in another. The first is in 
due course consumed, and the second has to be 
paid at maturity. But while they exist each is 
a commercial asset, or, as Macleod has it, an 
** economic quantity." The bill may be as 
capable of commercial service as the goods for 
which it was given. 

This subtle doctrine is stated over and over 
again in a variety of ways by its ingenious author. 
He illustrates it by analogies drawn firom Roman 
law, and by algebraic formulas too abstruse for 
these pages. But however far-fetched the argu- 
ment may seem, there are the two results not 
to be got away from — the commodity and the 
instrument of credit existing side by side. They 
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are the twin bases of all credit and banking 
systems. The root of the difference between 
Macleod and other writers on debt is that they 
treat it as a negative quantity, while he treats 
it — ^when represented by a negotiable document — 
as a positive quantity. He dissents strongly from 
the teaching of Henry Thornton, one of the 
authors of the Bullion Report of 1810, that debts 
are mere cross entries,— credits in the creditor's 
books and debts in the debtor's. M. Cernuschi 
expressed the same fallacy in still more sweeping 
terms when he wrote, " that if we collected the 
balance-sheets of all nations into one, the debts 
and the credits would mutually neutralise each 
other, and there would remain only one ac- 
count — existing goods." 

Hard-shell bankers of the present day go even 
fzxthtv than M. Cernuschi did, and affirm that 
nothing would remain but metallic money. In 
opposition to these ultra-metallic views, Macleod 
maintained that debts, so far from being mere 
minus quantities, are active factors in all credit 
operations. 

We will give [he said] a very simple example to show 
how very erroneous the method of stating the question 
by Thornton and Cernuschi is : Suppose a banker holds 
a merchant's acceptance not yet due; suppose, at the 
same time, that the merchant holds an equal amount of 
the banker's notes. According to the method of state- 
ment of these writers the mutual debts cancel each 
other, and the result is nothing. But this is manifestly 
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erroneous, because the banker may, if he pleases, put the 
merchant's acceptance into circulation, and the merchant 
may put the banker's notes into circulation. Hence 
there would be two " economic quantities " in circulation, 
each producing the same effect as so much money. 

The error of the hard-shell, or, as they are 
called in America, "gold-bug" bankers, lies in 
fixing their attention on the wrong end of the 
credit system. They concern themselves chiefly 
about ultimate liquidation, which is entirely 
beyond the range of practical banking. The 
essential question as to the credit operations 
of a country is not how to wind them up, but 
how to keep them going. If it had to come to a 
final wind up, all the gold and silver in existence 
would go a very short way toward liquidating 
the millions of debts and credits, which are every 
day offsetting each other in the trade of the 
world. Moreover, the ultimate liquidation of a 
credit system, whether forced or voluntary, is a 
contradiction in terms. It may overshoot itself 
and break down for a time, but the business 
remedy for that is not liquidation — it is a speedy 
restoration of credit. There is, however, no case 
recorded in the long catalogue of financial and 
commercial panics of money alone having re- 
stored credit. The disease has always had to 
be treated homceopathically. In a case of col- 
lapse the patient has to be revived with " a hair 
of the dog that bit him." 

The financial history of the nineteenth century 
V 
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would appear in a new light if Macleod's doctrine 
were consistently applied to it — ^that credit is not 
a mere supplement to money, but a distinct branch 
of finance. No amount of metallic reserve will 
prevent unsound credit coming to grief. Con- 
versely, a very large volume of credit operations, 
if sound in themselves, may be safely carried on 
with small metallic reserves. It is not money 
alone that is behind them, but the whole sub- 
stantial wealth of mankind. On this vital point 
Mr Conant is at issue with other American 
writers who adopt the broader view to be natur- 
ally expected in the vicinity of Wall Street. Mr 
Cowperthwait, for example, says in his * Money, 
Silver, and Finance* (p. 195)— 

It is argued that money is the basis of credit, and 
therefore the more money we have in circulation the 
greater can be the expansion of credit On the con- 
trary, however, wealth, in general, is the actual base of 
credit, and money is only a small portion of the actual 
sum of wealth. Excepting in time of panic, no one 
thinks of handling money in a large way. No prices 
are higher for cash than for cheque. Nobody refuses 
credit to a customer because that customer has stocks, 
bonds, merchandise, or real estate instead of money in 
his pockets. Nearly all the time prices move up and 
down from causes which directly affect commodities 
individually or in groups. 

There is no more crucial question in American 
finance at the present day than which of these 
contradictory views of the essence of credit is cor- 
rect, On the answer depends a towering fabric 
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of credit operations, involving not only billions of 
dollars of capital, but the very existence of millions 
of people — farmers, manufacturers, merchants, 
and workmen. If Macleod's theory be right, — 
and it certainly seems to me to fit better than 
any other into the historical facts, English or 
American, — the bankers of the day are cherish- 
ing some dangerous illusions. To mention only 
one or two of the most obvious of these : what 
can be more risky than to assume that a collapse 
of credit can always be patched up with a few 
million dollars of imported gold ? or that credit 
operations may be indefinitely extended as the 
stock of gold at the command of the banks in- 
creases ? or that prices may be artificially forced 
up all round by banking combinations able to 
manipulate the money market at their pleasure? 
A century ago prices were to a large extent 
regulated by the money market, but now it is 
a minor factor in the case. To-day the real 
regulator is credit, and this cardinal truth in 
the national economics of our time should be 
more obvious to the Americans than to any 
other people. It stares them in the face every 
day and all day. There is not a commodity 
they produce which is not more or less continu- 
ously under the influence of speculative credit: 
not a market they have but is upset every now 
and then by alternate inflations and contractions 
of credit paper. Such operations are hazardous 
in their mildest and most limited form, but in 
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the United States their reckless magnitude is 
becoming a menace to the financial peace and 
safety of the world. They create paper wealth 
with such fabulous rapidity as to dazzle and 
intoxicate, not merely the creators themselves, 
but whole nations. 

Prices rise by leaps and bounds ; values double 
and treble themselves with a single turn of the 
wheel of fortune. All these paper profits flow 
day by day into the banks, augmenting their 
deposits and furnishing material for fresh loans. 
The new loans produce firesh profits and further 
additions to the bank deposits. New banks are 
organised daily in order to get a share of the 
Pactolean stream that overflows their neighbour- 
hood. And every new bank means not only 
more loans and deposits, but more note issues. 
The latest report of the Comptroller of the Cur- 
rency records that between November 1904 and 
August 1905, a period of little more than nine 
months, the number of national banks increased 
by 280— namely, from 5477 to 5757. During 
the same short period the national bank-notes 
outstanding rose from 419 million dollars to 469 
millions, — in round numbers, 50 million dollars. 
The individual deposits increased from 3707 
million dollars to 3820 millions, — say, 113 million 
dollars. 

Where such an expansion could take place in 
a few months, how much more was possible over 
a term of years? The United States banks, 
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since their last severe panic in 1893, have con* 
siderably more than doubled their total resources. 
But it must be remembered that a large portion 
of the increase, if not the bulk of it, has been 
simply a writing up of market values. The 
multiplication of credit is a snowball process, 
which, when skilfully conducted, — and its con- 
ductors grow more skilful every year, — may be 
carried on almost indefinitely. Temporary checks 
and reactions may delay it, but only a violent 
breakdown can stop it. Even firom that, how- 
ever, its recoveries are amazingly rapid — so 
rapid, indeed, as to puzzle alike the theorist and 
the practical financier. 

The true explanation may, however, be very 
simple. The multiplication of credit is a snow- 
ball process which creates debits and credits 
simultaneously. For every borrower there must 
be a lender, and for every debtor a creditor. 
Bank ledgers are double columns in which 
credits and debits are set off against each other. 
The first figure as deposits, and the second as 
loans. In all well-conducted banking systems 
a steady equilibrium may be observed between 
loans and deposits. In other words, they have 
a marked tendency to rise and fall together. 
This phenomenon is well known in Lombard 
Street in connection with the private deposits 
and securities of the Bank of England. The 
greater part of these belong to Lombard Street 
and form its operating accounts. Its receipts 
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and payments are, as a rule, mere transfers 
from one account to another. However great 
the individual changes may be in Lombard 
Street balances at the Bank, their aggregates 
do not appear to vary widely. 

Their equilibrium is liable to be upset by outside 
interference in the shape of a foreign demand for 
gold, but that having been satisfied it rights itself 
again. When there is no external disturbance, 
loans and deposits may go on growing ^an passu 
until they break down under their own weight. 
While they can earn or otherwise provide income 
enough to live on, there is nothing to stop their 
growth. This unlimited multiplication of credit 
has hitherto been considered peculiar to the Bank 
of England. That, however, is merely because 
the process can be seen there in small compass. 
It is equally operative on a larger scale in other 
banking systems, and the banks of the United 
States offer the most striking example of it to 
be seen anywhere. 

It is in the Bank of England, however, that the 
process may be best studied. There we find the 
inner circle of the money-market to which all the 
floating capital in London gravitates. Lombard 
Street, meaning thereby the clearing banks of 
London, the discount houses, the bill brokers, 
and all the moneyed interest, keeps its balances 
at Threadneedle Street. Most of the lending and 
borrowing operations of the Bank of England 
take effect through these balances. They have, 
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in fact, a double effect on them — what mechanical 
engineers would call a reciprocating action. The 
great majority of deposits are paid into the Bank 
of England by cheques on other accounts either 
in the Bank itself or outside of it. Thus a debit 
is created simultaneously with the credit. Con- 
versely, when the Bank of England makes a 
loan or discounts a bill, the proceeds, if not taken 
in gold for export, must be paid into another 
account either in the Bank itself or outside of it. 
In this case a credit is created simultaneously 
with the debit. 

There are only two obstacles to credits and 
debits being thus heaped up indefinitely. One 
is the necessity, legal or otherwise, of maintaining 
an adequate gold reserve. The other is the cost 
of carrying the credits, which grows heavier and 
heavier as the inflation proceeds. This is nature's 
check on booms and all other excessive creations 
of credit. It is sure, certain, and inevitable. But, 
on the other hand, an untold amount of substan- 
tial good may have been done before the collapse 
arrives. The worst crisis that the United States 
ever suffered did not destroy more than a fraction 
of the progress made in the preceding boom. 

Nowhere has the creation of credit been so 
vigorously carried on as in the United States. 
Naturally its best and its worst features are 
to be seen there in greatest exuberance. The 
Americans have pushed the art of speculative 
inflation so far, and have worked so many ap- 
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parent miracles with it, that they may well 
begin to think its power unlimited. I have 
endeavoured to show how easily such a delusion 
may be fostered by the peculiar nature of credit 
operations. Credit may be created to any extent 
when the requisite brains and courage are forth- 
coming. The difl&culty is not to create it but 
to keep it alive afterwards. In order to exist, it 
must be continually multiplying and expanding. 
Vast piles of debits and credits may easily be 
balanced against each other so long as they earn 
their keep. The evil day comes when income 
falls short of interest charges* Bank credit is a 
splendid servant but a bad master, and when 
rashly used it must get the upper hand in the 
end. It is something for the Americans to be 
proud of, that in the dozen years between 1893 
and 1905 their banking resources should have 
more than doubled, but the burden on their earn- 
ing power has proportionately increased. On 
every addition made to the deposits interest has 
to be paid in some shape, and on every addition 
made to the loans interest has to be earned. In 
1893 the whole 9492 banks in the United States — 
national, state, and private — had only 7088 million 
dollars of resources to take care of. In August 
1905 there were 16,410 reporting banks with 16,918 
million dollars of resources to handle — a consider- 
ably heavier job than that of 1893. A comparison 
of the chief items in the two years discloses a 
huge preponderence of credit over hard cash. 
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BOOK III -ITS CREATIVE POWERS. 



CHAPTER XV. 

CAPITALISATION. 

The most exuberant element in modem finance 
happens also to be the youngest. The art of 
capitalisation has not been seriously practised, 
even in its native country, for more than seventy 
or eighty years. Few of our grandfathers ever 
heard the word "capitalisation," and they would 
not have understood it if they had. It belongs 
to a kind of business which did not come into 
vogue until the first quarter of the nineteenth 
century had nearly run out. In 1821 the Bank 
of England resumed specie payments, and a 
financial boom was the sequel. A few years later 
the era of joint stock finance began. 

A free hand was given to joint stock companies 
to " capitalise " themselves, as it was called. In 
other words, their promoters could make the 
capital what they pleased, and subdivide it as 
they pleased into large or small amounts. This 
fireedom has been liberally exercised throughout 
the history of joint stock finance. It was found 
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that a large capital was almost as easy to raise 
as a small one — often easier, in fact. The larger 
the bait the better it would go down with the 
average gudgeon. A premium was thus put on 
over-capitalisation as well as on other forms of 
dishonest company promoting. 

Over-capitalisation has been an inherent vice 
of joint stock finance from its very birth. No 
law has as yet succeeded in checking it, or even 
in moderating its excesses. Public opinion is 
powerless against it, and will continue to be 
so long as a large and dominant section of the 
public are in sympathy, if not in actual league, 
with the over-capitalisers. But the greatest diffi- 
culty of all in regulating capitalisation is the 
absence of definite intelligible standards. In 
another twenty years, perhaps, it will have de- 
veloped into a recognised science, but as yet it 
is only a compound of juggling and guesswork. 
Scientific economists have to take it in hand and 
analyse the " original concept *' of capitalisation. 
Before they can do that, they must clear up the 
mental confusion which still prevails as to the 
nature of the various interests capable of being 
capitalised. We know, of course, in a general 
way that the process can be applied to every- 
thing marketable, or, as the economists would 
say, to all "exchange values.*' But what are 
"exchange values," and what definition can be 
given of them which will at the same time cover 
tangible commodities, trading credits, and spec- 
ulative counters? 
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Nowadays all these can be, and actually are, 
capitalised. Every imaginable interest, however 
dabioas or ephemeral, can be converted into an 
'^exchange value." The volume and variety of 
'^ exchange values" have become so great as to 
overshadow their original basis. The inverted 
pyramid of credit operations has spread out so 
far at the top that the small point it rests on 
is almost invisible. Before the age of high finance 
began, " exchange values " were based mainly on 
commodities, and to a comparatively small extent 
on credit operations. Now the tables have been 
turned, and credit is the chief element in them, 
while commodities are of secondary importance. 

Commercial capitalisation is being superseded 
by speculative capitalisation, with a long train 
of evil results to follow. The most obvious of 
these is an artificial, lopsided, and precarious dis- 
tribution of wealth. Less obvious, but even more 
pernicious, is the undue command which the spec- 
ulative capitaliser obtains over the raw materials 
of the world's industry. The staple commodities 
on which human wellbeing, and even human 
life, depend are no longer under the control of 
the producers, but of an ever-changing crowd of 
speculators. Take steel, for example, and see 
what a wide gulf there is between its bona fide 
commodity value in original cost of production, 
and its "capitalised value" in the shape of 
United States Steel Corporation stock. The 
commodity value is a real thing — a solid "eco- 
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nomic quantity." The "capitalised value" has 
a mere kernel of reality enveloped in clouds of 
financial gas. 

Unfortunately, the clouds of financial gas are, 
in speculative times, quite as saleable as the 
original commodity itself. The two get to look 
so much alike that all sense of >the radical differ- 
ences between them disappears. It is forgotten 
that while the commodity has physical limits, the 
airy structure of speculative values evolved from 
it may go on growing till it topples over. A still 
more vital difference which is being gradually lost 
sight of is that the commodity itself possesses 
utility as well as exchange value, while the super- 
added values may be purely artificial. Where 
spontaneous they may be mere algebraic signs, 
and where the results of manipulation they may 
be only gambling counters. 

In either case the public are liable to be seri- 
ously misled. They may, and in fact do, mistake 
the algebraic signs for substantial wealth. Worse 
still, as regards the gambling counters, they may 
be tempted to trade in them as things of real 
value. The substance and the shadow become 
so blended together as to dazzle even experienced 
eyes. Then comes the worst result of all — the 
manufacturers of the shadows ultimately get con- 
trol of the substance. It is a dismal but unavoid- 
able fact that a million dollars made in Wall 
Street has as much purchasing power as a million 
dollars earned by raising wheat or cattle. The 
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successful speculator creates nothing; he adds 
nothing to the existing stock of commodities, 
whereas the wheat-grower does. But he has an 
equal right with the wheat-grower to draw on the 
existing stock of commodities to the extent of his 
one million dollars. Though his million dollars 
is an economic fiction — a cross entry in Wall 
Street — he has the right to convert it at will 
into the best and most durable forms of property. 
Professional capitalisers are invariably specu- 
lators—it is a necessary incident of their calling, 
— but they are often something more than specu- 
lators. They can be producers as well. In this 
respect American capitalisations compare favour- 
ably with those of other countries. Wall Street 
with all its faults has produced few company pro- 
moters of the Hooley type — that is, the wind- 
bag sort, who buy up trading concerns for the 
purpose of inflating their capital and selling them 
again. American boomers seldom stoop to that 
sort of game. They are as a rule practical men, 
who take hold of a business in order to develop 
it. The over - capitalising is not primarily in- 
tended to fleece the public and then let go. It 
is rather regarded as a discounting of future 
growth, and the discount does not always prove 
excessive. On the contrary, there are many cases 
of industrial organisations which started with an 
apparent overload of capital, and in course of time 
managed to live up to it. Among railroad stocks 
this has been of late a very common experience. 
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'* Capitalising ahead " may be regarded as a 
characteristic feature of American finance. It is 
an ingrained habit which even the official statis- 
ticians countenance. They are the champion 
capitalists, and it is hardly to be wondered at 
if their example has a considerable influence on 
financiers. When the Census Bureau sets the 
pace, why should not Wall Street follow at a 
respectful distance ? At every succeeding census 
the Bureau patriotically adds billions to the 
national income and tens of billions to the 
national capital. It may be wise not to inquire 
too minutely how these billions are arrived at. 
They are worth accepting if only for the exhil- 
arating moral effect they have on the country. 

The mere idea that the American people as a 
whole are richer by 20,000 million dollars than 
they were ten years ago, is an encouragement in 
well-doing not to be captiously criticised. It is 
the same kind of stimulant to devout believers as 
the British income-tax returns. They are a 
recognised standard of national wealth, when in 
a majority of cases they are only standards of 
expenditure. In one respect the American wealth 
census has an advantage over the British income- 
tax assessments. If not scientific in itself, it may 
be turned to scientific uses. There are checks 
which may be applied to it, and by means of 
which some fairly reliable conclusions may be 
arrived at. It will be admitted, I hope, as an 
elementary principle that the growth of com- 
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modities in a country ought to bear some reason- 
able proportion to the growth of its census wealth. 
At all events the two kinds of progress, material 
and statistical, deserve to be compared. 

According to the official census, the national 
wealth of the United States increases at the rate 
of about 3000 million dollars per annum. The 
totals at the close of each decade from i860 to 
1900 were as under: — 

Wealth Census of the United States, 1860-1900. 



i860 . . . 


. $16,159,616,000 


1870 


. 30,068,518,000 


1880 .. . 


. 42,642,000,000 


1890 


. 65,037,091,000 


1900 


. 94,300,000,000 


Increase, 




1860-1900 . 


. $78,140,384,000 


Average Incre^i 


lse per Annum. 


1860-1870 


$1390,890,200 


1870-1880 


1257,348,200 


1880-1890 


2239,509,100 


1890-1900 


2926,290,900 


1860-1900 


1953,509,600 



The Census Bureau is thus capitalising the 
wealth of the nation at the rate of nearly three 
thousand million dollars per annum. During the 
decade 1890-1900 the actual average was 2926 
million dollars, and next census will no doubt 
show a considerable advance on that. Confirma- 
tion direct or indirect of this most comforting 
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doctrine is greatly to be desired. But how is it 
to be got ? There are a few shreds of collateral 
evidence. The Agricultural Department furnishes 
one in its annual valuation of the farming pro- 
ducts of the country. If we select these for the 
closing year of each of the above census periods 
they will show as under : — 

United States Farming Income. 



1870 

1880 . . 

1890 

1900 


. ^1,958,030,927 
2,212,540,927 
2,460,107,454 
3.764,177,706 


Average, 
1870-1900 . 


$10,394,857,014 
. . $2598,714,253 



The above farming income of $2460,000,000 in 
1890, taken in conjunction with the $2926,000,000 
of annual increase in the wealth census of the 
same period, suggests — though perhaps not inten- 
tionally — that the American people during that 
decade lived on their minerals, and saved up the 
whole of their agricultural income. We were 
wrestling with this paradox when the annual 
report of the Secretary of Agriculture for 1905 
reached us. At first glance our eye fell on the 
startling statement that ^^ wealth production on 
the farms of the United States in 1905 reached 
the highest amount ever attained in this ot any 
other country — 6415 million dollar^.*' 

X 
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A jump firom 3764 million dollars to 6415 mill- 
ions in the short period of five years would be 
indeed sensational, if correct. It implies either 
an immense increase in production or a great 
advance in prices, or both. But the crop returns 
of the Agricultural Department do not bear out 
such a suggestion. In order to make a decisive 
test we have reckoned up the aggregate )rields of 
the principal cereals — wheat, corn, oats, and 
barley — for two periods of five years each — 
namely, 1895-99 and 1900-05. The results 
obtained are tabulated below. 

United States Cereal Crops, 1895-99 and 1900-05. 





Amemite, 


Aggregate, 
1900-1905. 


Increase. 


Per 
cent. 


Wheat (budiels) 
Own II 
OaU 1. 
Bftrlqr H 


a,647,389,oi2 
10,340,310,261 

3,757,610,513 
352,926,690 


10,862,928,578 

4,212,467,176 

566,423,126 


483.585.071 
522.618,317 
454,856,663 
213,496,436 


18 

5 
12 

65 




17.098,236,476 


18,772,792,963 


1,674,556.487 


9-8 



It will be observed that the aggregate yields 
of these cereals were less than 10 per cent larger 
in the second five-year periods than in the first. 
The premier crop, corn» shows a gain of only 
5 per cent; oats is next smallest, with 12 per 
cent ; then wheat 18 per cent ; and finally, barley, 
65 per cent. But the last is a very insignificant 
crop compared with wheat or com. Prices of 
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course were higher in the second period than in 
the first, though not materially. The wheat aver- 
age in 1895-99 was 83 cents per bushel, and in 
1900-05 it was 88 cents. The corn average in 
the two periods was 38 cents and 57 cents re- 
spectively. Whatever benefit accrued from these 
higher prices would be confined to the growers, 
so far as the proportion of the crop consumed 
at home was concerned, and that was the great 
bulk of it. The nation as a whole would benefit 
only from the higher prices obtained for the small 
proportion exported. 

Price, in short, is a very minor item in the 
calculation. The substantial addition made to 
the cereal wealth of the United States in 1900- 
1905 as compared with 1894-99 was, as we 
have shown, an increased yield of barely 10 per 
cent. The crops of 1905 were no doubt rather 
better than the average of the preceding five years, 
but it is difiicult to follow the Secretary of Agri- 
culture when he pictures the " wealth-production 
on the farms of the United States " shooting up 
from a modest 3704 million dollars in 1900 to 
6415 million dollars in 1905. He is still more 
difiicult to follow when he proceeds to capitalise 
this farming wealth with poetic enthusiasm. 

"Besides this enormous )rield of wealth," he 
says, " the farms of the country have increased 
in value in the past five years to a present aggre- 
gate of 6133 million dollars. Every sunset during 
the last Ave years has registered an increase of 
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S3i400,ooo in the value of the farms of tiUs courUry. 
This increased value/' adds the Secretary of 
Agriculture, '^is invested better than in bank 
deposits, or even in the gilt-edged bonds of 
private corporations," 

Always bearing in mind the cold fact that the 
four principal American crops aggregated only 
9*8 per cent more in the five years, igoo-04^ 
than they had done in the five years immediately 
preceding, let us see how generously farm wealth 
is capitalised by the Census Bureau at Washing- 
ton. "The value of farms and farm property" 
has gone up by leaps and bounds since 1870, 
thus — 

Census Valuation of Farms, iSQo-iQoa 



i860 . 


$7,980,493,000 


1870 


8,944,857,000 


1880 . 


12,180,501,000 


1890 


16,082,267,000 


1900 


20,514,000,000 



In the last of these four decades the capital 
value of "farms and farm property" is raised 
by 4432 million dollars, or 886 millions sterling. 
This, added to the increase in the preceding 
decade — 3900 millions, — makes a phenomenal 
gain in twenty years of 8332 million dollars, or 
1666 millions sterling. Does any one seriously 
believe that the earning p>ower of these farms 
has increased to anything like that extent ? On 
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the contrary, the value of the wheat crop of igoo 
is said to have been $11,248,000 less than that 
of 1890; the corn crop, $3,215,000 less; and the 
oat crop, $13,379,000 less. "In comparison 
with 1890, the farmers in 1900 not only raised 
over a billion bushels of grain, for which they 
got nothing, but were out nearly 78 million 
dollars besides." 

If jt is not earning power that the Census 
Bureau capitalises, then it must be increased 
acreage, or higher values of land, or both. 
Between 1880 and 1900 there was certainly a 
considerable expansion of improved farm lands 
in the States. In 1880 the total area was 
284,771,000 acres, and in 1900 it had increased 
to 414,498,000 acres— 129,727,000 acres more. 
This, at $10 per acre overhead, might account 
for, say, 1300 million dollars of the 8332 millions 
added by the Census Bureau to its capitalisation. 
The other 7000 million dollars can only be ac- 
counted for by a general advance in land values. 

This is a special advantage the farmer enjoys 
in prosperous times. When crops and prices are 
both good, as they have been lately, he derives 
a double benefit — first, from the increased pro- 
ceeds of his crops ; and secondly, from the con- 
sequent rise in land values. The latter cut a 
large figure in the latest annual report of the 
Secretary of Agriculture. He enters freely into 
details of the increase in value of farm lands in 
various states during the year 1905. 
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Figured in dollars of gain per acre, the increase 
during the five years past of medium farms was, in 
the North Central division, $11*25; in the Western 
division, $5*36; in the North Atlantic, $5*26; in the 
South Atlantic division, $4*93 ; and in the South Central 
division, $4*66. The average increase for the United 
States was $27*31. Hay and grain farms show an in- 
crease of aooo million dollars ; live-stock farms a still 
larger gain; dairy farms, 369 million dollars; tobacco 
farms, 57 million dollars; rice farms, $3,300,000; fruit 
farms, 97 million dollars, and vegetable farms, 113 
million dollars. 

All these "gains per acre" are doubtless very 
acceptable to the owners of the land, but they 
will not do much for the nation, unless they 
are accompanied by a corresponding increase of 
agriculturaJ products. It is abundance of com- 
modities^ rather than high prices or speculative 
values, that enriches a community. This is a 
hard Csict for capitalisers to learn, and a still 
harder one to remember in practice. Even 
statistical capitalisers find it difficult to dis- 
tinguish between the shadow and the substance. 

If we extend our comparison of production and 
capitalisation to other staple crops, even greater 
discrepancies will be found than have been dis- 
closed in the cereal crops. The following table 
exhibits the aggregate yields of cotton, wool, and 
sugar in the two quinquennial periods : — 

[Table 



Capitalisation. 



327 



United States Textile Crops, 1895-1899 
AND 19001904. 





Aggregate, 
1895-1899. 


Aggregate, 
1900-1905. 


Increase. 


Per 

cent. 


Cotton (bales) . . 
Wool (lb.) . . . 
Sugar (tons) . . 


48.a91.395 

1280,287,973 

1,421,029 


51,239,451 

1486,713,013 

1,298,265 


2,948,056 
206,425,040^ 


6-0 

i6*o 

8-6 



* Decrease. 



The five years' gain in cotton — the most im- 
portant of the three crops — was only 5 per cent. 
In wool it was 16 per cent, but sugar showed a 
decrease of 8*6 per cent. Nevertheless all these 
industries will doubtless be generously dealt with 
in the next national capitalisation. The cham- 
pion staples, however, will be neither cotton nor 
cereals, but minerals. They have indeed provided 
something substantial for the Census Bureau to 
capitalise. Their outputs in the two quinquennial 
periods, as given below, show a wide range of in- 
creases from 39 up to 75 per cent (see p. 328). 

For exact information as to how these increased 
outputs are being officially capitalised we shall 
have to wait a year or two longer. Meanwhile 
two or three other tests equally interesting may 
be applied to them. The prolonged boom in 
cereals, cotton, and minerals has been accom- 
panied by an unprecedented outburst of activity 
in banking and monetary business generally. In 
the ten years 1895-1904 bank deposits more than 
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doubled, having risen from 4921 million dollars 
to over 10,000 millions — equal to 103 per cent. 
By a curious coincidence bank clearings increased 
almost exactly at the same rate. In 1895 they 
^ggi'egated 50,975 million dollars, and in 1904 
102,150 millions — a gain of 104 per cent. Even 
the " metallic " currency contrived to make a 
stretch of 57 per cent, which, in any other 
country than the United States, would be con- 
sidered pretty fair growth for one decade. The 
money in circulation at the end of 1895 amounted 
to 1602 million dollars, and by the end of 1904 
it had got up to 2519 millions. All over the 
country, and especially in Wall Street, the merry 
game of capitalisation was going ahead much 
more rapidly than the output of commodities. 

Hitherto, capitalisation has been studied and 
criticised rather too much from the financial side. 
The dangers it threatens to sound finance have 
overshadowed all other considerations. But it 
involves very grave economic questions as well, 
which are as yet almost untouched. The huge 
combinations of capital formed in the United 
States during the past decade have produced 
such dramatic effects in Wall Street, that these 
monopolise public attention. But far more im- 
portant effects are to be traced in the industrial 
and commercial spheres of national activity. 
Immense advances as they have caused in the 
stock markets, these are ephemeral incidents com- 
pared with the fabulous developments that have 
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taken place contemporaneously in the staple in- 
dustries chiefly affected by them. 

The time has passed for any one, however con- 
servative, to regard the recent expansion of iron 
and steel production in the United States as a 
mere temporary inflation. It marks the opening 
of a new industrial era, with entirely different 
sentiments and principles to any hitherto ex- 
perienced. The most distinctive idea that can 
be given of them is that they are the direct 
antipodes of Cobden sentiments and principles. 
The basis of the Cobden gospel is cheapness — 
cheap food, cheap labour, cheap government. So 
far the tendency of American capitalisation has 
been toward dearness — dear food, dear labour, 
dear government. For that very reason it is apt 
to be condemned offhand. But a full and fair 
comparison between the two gospels has yet to 
be made. The question is. Under which of them 
is a community likely to come out best in the 
end ? Which will produce better workmen, better 
employers, and better citizens ? 

The Cobden gospel has the advantage of its 
American rival in so far as its virtues appear on 
the surface, while its defects can be discreetly 
kept out of sight. For the man with a safe sub- 
stantial income it is pleasant to live in a country 
where every dollar he spends has the largest 
possible purchasing power. But the man with 
a narrow and precarious income would benefit 
much more by an addition of lo per cent to his 
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earning power than by a reduction of 10 per cent 
in his cost of living. England's steadily increas- 
ing army of unemployed and unemployables is 
the hardest problem that Cobdenism has yet 
encountered. It indicates the point where the 
gospel of cheapness is to break down. 

That is precisely where the American gospel 
has so far proved strongest. It has confessedly 
made everything dearer, labour as well as cost of 
living. But the labourer has gained more in 
wages than he has lost on food and lodging. 
All other classes are more or less in the same 
position. The net outcome of the universal rise 
in prices has been a certain amount of prosperity 
for everybody — huge fortunes for some, modest 
fortunes for others, and improved conditions all 
round. We express no opinion as to how long 
the improvement may continue, still less how 
much farther it may go. It concerns us only as 
an existing phenomenon, largely due to a new 
economic and financial force which has come into 
operation in the past few years. 

This remarkable phenomenon calls for severe 
and systematic analysis, if for no other reason than 
because of its novelty and its variation from past 
economic experience. We must needs ask our- 
selves where the old methods of capitalisation 
end and the new methods begin. For the sake 
of distinction let us call the old methods com- 
mercial and the new ones speculative. Previous 
to the Morgan regime capitalisation had some 
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relation to tangible assets and earning power. 
Now these are quite negligible details. A 
manufacturing or a trading concern used to be 
valued according to the custom of the particular 
trade at so many years* purchase of the net 
profits, after ample allowance had been made for 
depreciation, bad debts, and other contingencies. 
That was commercial capitalisation — the mere 
rudiments of the art, as it were. The new method 
of speculative capitalisation surrounds the prosaic 
tangible assets with a halo of poetic prospects 
and possibilities. 

Under the magic wand of the new capital- 
iser cents blossom into dollars and dollars into 
millions. In the balance-sheets of up-to-date 
trusts, goodwill is capitalised on as liberal a basis 
as buildings and freehold lands. Coal and iron 
in the bowels of the earth are valued as precisely 
as if they were at the pit -mouth or in railroad 
cars. When Mr Schwab was asked by a New 
Jersey court for details of the twelve hundred 
million dollar capital of the Steel Trust, he coolly 
started with an item of one hundred million 
dollars for its mineral lands! Seeing that it 
may take fifty years or more to bring all these 
minerals to the surface, Mr Schwab as a capitaliser 
stretches far into the future. Poor posterity has 
never been so heavily drawn upon before. It 
may happen that Mr Schwab and his associates, 
thanks to their far-reaching greed, will not be 
great favourites with posterity. 
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In some countries questions of public policy 
have been raised as to mineral monopolies like 
theirs. If there were good grounds for the old 
English law of mortmain^ as applied to land, there 
must be much stronger grounds for applying a 
similar law to American minerals. The English 
** dead hand " might lock up a landed estate and 
prevent it being properly administered, but it 
could not make away with the land. When a 
'^ dead hand " gets hold of an iron or coal mine it 
clears out everything, and no capitalising miracle 
can replace it. 

The nation is losing daily by the abstraction 
of its most valuable minerals, and it obtains no 
compensation from the capitalising schemes of 
Mr Schwab and his colleagues. It is rather more 
likely to lose than to gain through them. Speak- 
ing broadly, it is not prices, natural or artificial, 
that concern the public so much as abundance of 
commodities. Capitalising operations on a heroic 
scale may, as we have already noted, stimulate 
trade, raise wages, and produce a general sense 
of prosperity for the time being. But when the 
boom is over the public find themselves up again 
against the old old question, which is the true 
test of wellbeing — Are commodities scarce or 
plentiful ? 

A bushel of wheat is worth no more to the 
community when its market price is 5s. than 
when it is only 3s. 6d. The man who can sell 
it for 5s. is able, of course, to purchase more of 
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other commodities than the man who gets only 
3S. 6d. for it. But^ by way of compensation, he 
may get a better price than the other man for 
his hay or his oats. In the ebb and flow of 
market prices a general average is established 
which may do rough justice to all classes of 
buyers and sellers. Anyhow, if it does not, 
society cannot help it. There is no possible 
remedy, legislative or judicial. 

Society is directly interested in the commodi- 
ties themselves, but only indirectly in their 
market-prices. It benefits greatly from a good 
harvest, and sufifers greatly from a bad one. 
From its point of view, wealth, or wellbeing, 
means a sufficiency of food, clothing, and hous- 
ing to keep its members in physical health. A 
community which possesses all these necessaries, 
and has them universally distributed, may be 
prosperous though it has little else. Shops, 
markets, banks, and stock exchanges are second- 
ary developments. Their operations may provide 
incomes for millions of people, but they cannot 
add an iota to the original supply of food, cloth- 
ing, and housing. They may stimulate a demand 
for such things, and thereby increase their pro- 
duction, but that is quite a different matter from 
producing. 

Exchange values are thus, to a large extent, 
mere counters. However much they may be 
shuffled and reshuffled, they neither add to nor 
take away from the stock of commodities existing 
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at a given time. They cannot make two blades 
of grass grow where only one grew before, A 
commodity may be more needed in one place 
than another, and transporting it to that other 
place may raise its exchange value. One man 
may be able to make better use of it than an- 
other, and transferring it to him will raise its 
exchange value. An increase in the supply of 
money or of bank credit will raise all exchange 
values more or less. A combination of specula- 
tors to boom certain commodities may double 
or treble their exchange values. 

All these movements may take place without 
adding a single commodity to the existing stock, 
or changing the character of any one of them. 
The wealth represented by the commodity itself 
is always essentially different from the artificial 
values subsequently added through commercial 
or financial manipulation. It is the latter kind 
of wealth that millionaires are generally made 
of. Paper values as a rule figure much more 
in their balance-sheets than commodity values. 
They are seldom producers pure and simple, often 
not producers at all. Money, credit, labour, and 
all the materials of industry may be nothing more 
to them than pawns in their game. 
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CHAPTER XVI. 

ITS WASTE OF NATURAL RESOURCES. 

The Americans, like other strenuous people, 
have at times fits of self- depreciation, in which 
they criticise themselves more severely than any 
foreigner might venture to do. On these occa- 
sions they sometimes call themselves "a nation 
of prodigals." There may be more truth in the 
charge than they fully realise. They are prodigal 
not only in their personal and social expenditure, 
but in their whole economy. They are prodigal 
of human brain and muscle ; prodigal of machin- 
ery ; prodigal of raw materials ; prodigal of cur- 
rency ; prodigal of banking facilities ; prodigal of 
legislation. 

They hold the record both as creators and 
destroyers. They have to destroy ruthlessly, in 
order to produce enormously. In their engineering 
works they scrap more machinery than would fit 
out an ordinary nation. In order to save a tenth 
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of a cent per ton mile, they pound a railroad to 
pieces with monster cars and locomotives, so that 
it has to be practically rebuilt every eight or ten 
years. For the sake of *' licking creation" as 
iron and steel producers, they gut their iron mines 
with demoniacal energy. In their paroxysms of 
speculation and money-making they wear them- 
selves out long before their time. Some distin- 
guished Americans begin to feel anxious lest the 
race itself should be wearing out. They see that 
the strenuous life may be overdone as well as 
the luxurious life, and that the most wasteful of 
all lives is the one which combines luxury with 
strenuousness. Every year thousands of too 
eager Americans literally consign themselves to 
the scrap-heap. 

Thoughtful men find an alloy of sadness in the 
joy of industrial prosperity when they remember 
how much waste of life and of natural resources 
is involved in it. The principal factors in a 
boom— coal, iron, and other minerals — are wealth 
that cannot be replaced. Once consumed, they 
are gone for ever. This should qualify the pride 
of industrial states in the growing output of their 
mines and iron works. They are, in fact, chal- 
lenging each other to a headlong race for the 
exhaustion of minerals which ought rather to 
be husbanded. The old Mexican mine -owners 
were wiser in their generation than the go-ahead 
Americans who are pushing them aside. They 
fixed the amount that should be taken yearly 
out of each mine, and rarely, if ever, exceeded 
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it. It was enough to yield them an income equal 
to their modest wants, and in those days no one 
had any use for more. There was no Wall Street, 
no multi-millionaires, no beef or steel trusts. 

The American idea of mining is the very anti- 
thesis of the Mexican. It aims at tearing out 
the contents of a mine in the shortest possible 
time, and getting the highest possible price for 
them. It does not waste a thought or a senti- 
ment on posterity — not even on its grandchildren. 
In less than fifty, perhaps in less than twenty 
years, this question may appear to the Americans 
in a different light. What is now gloried in 
as phenomenal progress may be regarded as 
phenomenal prodigality. However immense the 
mineral deposits of the great Republic may be, 
the extraction of a million and a half tons daily 
must begin to tell by -and -by. Local exhaust- 
ion is already no unusual occurrence. It is only 
by continually opening up new sources of supply 
that the " phenomenal outputs " are maintained. 
Old mines are, as a rule, either stationary or 
retrogressive. 

This is very marked as regards all the principal 
metals — iron, copper, gold, and silver. The 
annual production of iron ore, for instance, ex- 
hibits most imposing totals. In the decade 
1893-1902 it practically trebled itself. In the 
half dozen years from 1893 to 1899 it more than 
doubled itself, and in the next Tour years it gained 
a further 50 per cent. The following figures form 
a historical record : — 
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United States Output of Iron Ore. 

Tons. 
1893 .... 11,587,629 
1899 .... 24,683,178 
1902 ... . 35,554,135 

Increase, 

1893-1902 . . . . 23,966,506 

But when we trace this enormous production 
to its several sources, we find that its growth 
has not been at all uniform geographically. The 
chief producers of ten years ago are now far in 
the rear, and the chief producers of to-day were 
little known ten years ago. The Lake Superior 
group of mines, now by far the most important 
in the Union, illustrates this fact very strik- 
ingly. It is divided into five separate ranges — 
Marquette, Menominee, Gogebic, Vermilion, and 
Mesabi. They are here given in the order of 
their ages^ and the youngest, it will be seen, is 
much the largest producer. It was only opened, 
however, in 1892. 

Output or Lake Superior Iron Ores, 1893-1902. 





1893. 


1902. 




tons. 


tons. 


Marquette . 


2,064,827 


3,734,712 


Menominee . 


1,563,049 


4,421,250 


Gogebic 


1,466,815 


3,683,792 


Vermilion . 


' . 815,73s 


2,057,532 


Mesabi 


684,194 


13,080,118 




6,594,620 


26,977,404 
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Thus, out of fully twenty million tons increase, 
more than twelve millions were obtained from a 
single group of mines, and that the youngest. 
The three oldest ranges contributed less than a 
third of the total increase, less than seven million 
tons against thirteen and a half millions from 
the two youngest ranges. This is rendered all 
the more remarkable by the fact that the Lake 
Superior mineral field is the most progressive in 
the United States. If its old mines are increas- 
ing their output slowly, the still older mines in 
the East and South will probably be slower still. 
With the exceptions of Michigan and Alabama, 
all the other iron ore states are of small account 
indeed beside the Lake Superior district. The 
three states of Minnesota, Michigan, and Ala- 
bama produce 85 per cent of all the iron ore 
mined in the Union. Twenty-two other states 
and territories make up among them the remain- 
ing 15 per cent. In 1904 the relative totals 
were : — 



United States Iron Ore by States, 1904. 

Tons. 

Minnesota 12,728,835 

Michigan 7,089,887 

Alabama 3,699,881 

23,518,603 
Twenty-two other states and territories 4, 1 25,727 

Grand total . 27,644,330 
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Pennsylvania, New Jersey, and New York 
States, the original sources of iron ore, have now 
shrank into insignificance as producers. But 
Pennsylvania has not yet been ousted from the 
head of the list of iron-smelters. Its own out- 
put of 397,000 tons in 1904 was a mere fraction 
—only 5 per cent— of the 7,644,000 tons that it 
smelted. As a producer Pennsylvania has even 
Cadlen behind New York, whose output of iron ore 
in 1904 was 842,000 tons. Virginia and West 
Virginia between them turn out only 550,000 tons 
per annum, notwithstanding all the strenuous 
development, financial and otherwise, which they 
have lately enjoyed. 

It would be a very interesting speculation how 
the iron and steel industries of the United States 
might have stood to-day had the Lake Superior 
ores remained undiscovered. Unquestionably it 
was these ores that gave them their first im- 
portant stimulus. Before the Marquette mines 
come into operation in 1854, the American out- 
put of pig-iron had only once or twice exceeded 
half a million tons a-year. It had increased to 
four million tons when the first of the Minnesota 
ranges was opened up in 1884. In the next 
seven years it doubled itself, thanks chiefly to 
Minnesota. But the iron boom did not get 
into full swing until 1892, when the Mesabi range, 
the youngest and richest of them all, started 
work. By 1903 the output of American pig- 
iron had again doubled itself, and, as has been 
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already shoMm, two-thirds of the raw material 
for that expansion came from one range-^the 
Mesabi. 

Without the Mesabi mines, there could have 
been no iron and steel boom in 1898. Mr 
Morgan might not have found it worth his 
while to form the Steel Trust. There would not 
have been steel enough in the country to build 
thousands of miles of new railroads, let alone tens 
of thousands of '* skyscrapers " and hundreds of 
thousands of steel bridges. The Mesabi range 
has created more millionaires and multi-million- 
aires than anything that the Americans ever 
struck before. And if anything were to go wrong 
with the Mesabi range, there might be a bad 
recoil in the iron trade. The Americans have 
indeed a heavy stake in these barren hills of 
eastern Minnesota. 

There is a widespread idea that the develop- 
ment of iron and steel construction is economis- 
ing the use of lumber. If it did, the exhaustion 
of that rapidly disappearing raw material might 
be delayed for a few years. But, unfortunately, 
the idea is a delusion. The demand for lumber, 
instead of diminishing, increases on all hands. 
The East was long ago stripped of its timber. 
The great pine forests which skirted the lakes 
are gradually vanishing. It is cheaper now to 
haul lumber from the Pacific coast, a distance 
of eighteen hundred or two thousand miles, than 
to buy the home-grown article in Wisconsin or 
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Minnesota* Of late years there has been a rush 
of lumber buyers to the South, and Florida ships 
almost as much as Washington or Oregon. 

Everywhere exhaustion is rapidly proceeding. 
In states like Michigan it is almost complete. 
In Minnesota and Wisconsin it is well in sight. 
The so-called virgin forest of the Pacific coast 
is the last resource of the United States, and 
as other timber areas give out, the drain on it 
will soon be killing. Its annual shipments east 
now average 650 million feet of lumber and 
5700 million shingles. In addition to that, it 
exports by sea about 700 million feet of lumber, 
making the tremendous total of 1350 million feet 
cut down every year. The white pine areas on 
the lakes have lowered their annual cut to 4400 
million feet. In 1892 it amounted to 8900 
million feet, so that in a dozen years it has fallen 
off one-half. The last pine tract of any size is 
said to be in the north-east comer of Minnesota, 
close to the Canadian boundary. It is being 
attacked on all sides, and no less than ten rail- 
ways run through it, each of which carries out 
many millions of feet yearly. One of them 
hauled out in 1905 the enormous quantity of 
250 million feet. 

According to a local expert, this great tract 
of timber is being "fairly gouged out, and in 
a few years it will all of a sudden collapse as 
a source of supply." The same authority in- 
forms us that 
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The annual consumption of pine has doubled in ten 
years, and this in spite of all the talk about the 
replacement of timber by steel and concrete. The 
production of white pine lumber in general has long 
passed its zenith, even in the Duluth district, its last 
remaining stronghold. It was considered a few years 
ago that the South had timber for unlimited years. 
Now the best judges, conservative men, say that the 
South will be over the crest in less than ten years. 
The West is the last resort, and its product now goes 
to Mexico, South Africa, Australia, and Europe. . . . 
Louisiana, Texas, Alabama, and all the South, are 
shipping hundreds of million feet yearly to Europe, 
and supplying vast quantities for home use. Canada 
is receiving timber by the shipload from Mobile and 
Pensacola, and the business has grown within three 
years from nothing to great importance. . . . Present 
activity in lumber throughout this country was never 
equalled, and can hardly be surpassed without bringing 
the end all too soon. 

Englishmen are familiar with scientific scares 
about the exhaustion of their coal-fields, but 
Americans have not yet begun to feel nervous 
on that point. It would be easier to scare them 
about the giving out of their iron ore than of 
their coal. To see their most important industry 
pivoted as it were on a patch of ground fifty or 
sixty miles square is not reassuring. The highest 
estimate that has been placed on the Minnesota 
deposits, so far as yet explored, is only 500 million 
tons. That would be less than fifteen years' ore 
supply for the whole of the United States at 
the rates recorded in 1902 (35,504,000 tons) and 
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in 1903 (35,019,000 tons). It would be less than 
forty years of the Minnesota output alone. 

The coal areas of the United States are of 
course much larger and more widely distributed 
than the iron ore. But the output is correspond- 
ingly larger, so that the prospect of ultimate ex- 
haustion is not so much more remote as it might 
seem. In the case of anthracite, it is quite within 
calculating distance. The principal basin, that 
in Pennsylvania, has an area of only 484 square 
miles, and 73 million tons per annum are being 
taken out of it Colorado and New Mexico 
possess the only other anthracite bed — a patch of 
twenty square miles. Ere many years are over 
the Americans will have to depend chiefly on 
bituminous or soft coal. Already it furnishes 
four -fifths of the annual consumption, the re- 
spective quotas in 1904 having been — anthracite, 
73,228,000 tons; bituminous, 279,082,000 tons: 
total 352,310,000 tons. 

There are half a dozen bituminous coal-basins 
in various parts of the country. The largest of 
them is in the Rocky Mountains, 100,110 square 
miles. It is not being heavily drawn upon as yet, 
the output of 1904 having been only 16,338,000 
tons, but as the Far West consolidates the de- 
mand for coal will grow rapidly. The second 
largest basin is the Western, extending from 
the west bank of the Mississippi River to the 
Indian Territory. Its output in 1904 aggregated 
23,273,000 tons. The basin that is by far the 
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largest producer is only the third in area. This 
is the Appalachian, which includes Pennsylvania, 
Ohio, Maryland, Virginia, Eastern Kentucky, 
Tennessee, Georgia, and Alabama. It covers 
70,807 square miles, and produced in 1904 no 
less than 183 million tons of coal. The Central 
basin is fourth in size, with 58,000 square miles, 
and a total output in 1904 of 51,774,000 tons. 
Both the fifth and sixth are very small basins, 
the former being on the Pacific coast, and the 
latter in Virginia and North Carolina. Their 
respective areas are 1050 and 1070 square miles, 
and their outputs in 1904 were 3,328,000 tons 
and 9100 tons. 

Any possible estimate of the contents of these 
vast areas could only be, for the most part, guess- 
work. However huge a total might be claimed 
for them, it has to be remembered, on the other 
hand, that some of them have been worked for 
the best part of a century, and that the quantity 
taken out of them increases rapidly year by 
year. The earliest record, 1820, shows only a 
few hundred tons of output, which had increased 
by 1830 to 179,000 tons. It passed a million 
tons in 1850, but did not get over the ten millions 
until 1864. Nine years later (1873) it crossed 
the fifty millions, and in 1883 it recorded its 
first hundred millions. Since then the increase 
has been very rapid. The output of 1893 nearly 
doubled that of 1885. In the next five years 
another 50 per cent was added, raising the total 
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output to 309,068,000 tons. The two years 
1903-05 showed a further gain of 30 million 
tons, equal to nearly 10 per cent. 

From the older coal-fields immense quantities 
of coal have been extracted, as the following 
figures indicate. They represent the aggregate 
output in each state from the date of the earliest 
records down to 1904 : — 

Aggregate Outputs of Coal by States from 
Earliest Records to 1904. 



Pennsylvania — 








Tods. 


Anthracite .... 1696,963,748 


Bitmninous . 








1448,233,213 


Virginia . 








44,161,017 


Kentucky . 








93,554,952 


Illinois 








514,636,696 


Ohio . 








407,376,941 


Missouri . 








85,878,784 


Indiana 








121,559,055 


Alabama . 








125,509,824 


Tennessee 








65,468,393 


Iowa . 








119,969,637 


Indian Territory 








30,417,730 


Montana . 








19,258,283 


Maryland . 








121,506,048 


Washington 








33,287,055 


West Virginia , 








305,221,093 


Colorado . 








82,940,453 


Kansas 








71,405,001 


Wyoming . 








59,829,761 



Ten states, showing aggregates of less than 
20 million tons each, are not specified in the 
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above list. Including them, the grand total of 
coal production in the United States, officially 
recorded down to the end of 1904, was 5578 
million tons. At the current rate of, say, 360 
million tons per annum, it will take little more 
than fifteen years to extract another 5578 million 
tons. Allowing for an increase of only 5 per 
cent per annum in the outcome, it would take 
only twelve years to make up a second 5578 
million tons. The output of the eighty years 
from 1822 to 1904 can now be duplicated in less 
than one-sixth of that time. Even thousands of 
square miles of coal-beds may, in course of a 
generation or two, begin to shrink visibly under 
such terrific destruction. 

A coal consumption of four tons per head per 
annum for 83 millions of people is, needless to 
say, much more than most countries can afford. 
Nor can many countries provide themselves with 
one ton per annum of pig-iron for every five 
people. But it is with copper that the United 
States has, of late, been most prodigal. Its 
copper industry goes back only to the middle 
of last century. The total output of 1845 was 
estimated at a nominal 100 tons. In 1852 it 
reached iioo tons; in 1867 it made a record of 
10,000 tons ; in 1877 it crossed 20,000 tons ; and 
in 1833, when the Anaconda came in, it got up 
to 40,000 tons. Arizona soon followed Montana, 
and American copper became a serious factor 
in the market. The following are the chief 
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landmarks in its phenomenal progress since 
then : — 



United States Copper Output, 1883-1904. 





Tods. 


1883 . 


. . 51.574 


1888 . . 


101,054 


1893 . . 


• . 147,033 


1898 . . 


. • 235,050 


1903 . . 


. . 3",637 


1904 . . 


. . 362,729 



The most remarkable feature in these sensa- 
tional increases is the small geographical areas 
from which they are drawn. American copper 
is even less widely distributed than iron. There 
are only three copper states of any importance 
in the Union. The 362^739 tons produced in 
1904 came chiefly from the Lake Superior mines, 
Montana and Arizona. The respective shares 
and percentages were: — 



Lake Superior . 
Montana . 
Arizona 



Tons. 

92,995 
133,168 

8$,537 

311,700 



Percent 
of whole. 

25*6 

367 
23*6 

85-9 



Practically 86 per cent of the whole copper 
output of the United States was thus obtained 
from three groups of mines. Here, a^ain, w^ 
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find another gigantic industry pivoted on a few 
patches of metalliferous ground. Outside of 
Lake Superior, Montana, and Arizona, only two 
states — California and Utah — are worth mention- 
ing as copper producers. Their respective out- 
puts in 1904 were 14,000 and 23,000 short tons : 
very small items these in a grand total of 362,000 
tons, valued officially at 105 million dollars ! Like 
the Mesabi iron ores, the copper mines were so 
much new-found wealth for the United States. 
Their share in the prosperity of the past eight 
or nine years would be difficult to estimate. 
Equally so would it be to calculate the opposite 
effect of their exhaustion. 

The United States has not only huge deposits 
of minerals, but it has greater variety of them 
than almost any other country. All of them 
have shared in the recent boom, and had the 
double benefit of increased output and high 
prices. A proportionately larger advance has 
taken place in the annual value of mineral pro- 
ducts than of cereals, though farm products, 
taken as a whole, are still the principal type of 
American wealth. A quarter of a century ago 
(1880) the estimated value of all the minerals 
produced in the United States was 369 million 
dollars. From 1887 to 189 1 it fluctuated between 
500 and 600 million dollars. In 1896 it was still 
only 623 million dollars, but next year a dramatic 
rise began. That year's valuation was 972 million 
dollars; 1901 showed 1086 million dollars; 1902 
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jumped to 1260 millioDs, and 1903 made a record 
of 1419 millionst which 1905 has no doubt 
eclipsed. 

Americans may, in the flush of prosperity, find 
it a little difficult to remember that these millions 
have all been derived from wasting securities. 
They can only be got once, and it is hardly the 
height of wisdom to be in such a hurry as the 
Americans seem to be to be done with them. 
Even the precious metals continue to be ex- 
tracted with feverish haste — ^for no obvious reason, 
unless it be to save trouble to posterity. During 
the first fifty years of the American gold-fields, 
their output ranged in value frt>m 30 million to 
50 million dollars per annum. It was forced up 
in 1898 to 64^ million dollars, and year by year 
it has since risen till, in 1905, it exceeded 86 
million dollars. 

It might almost seem as if the Americans were 
making a desperate effort to recover their long- 
lost leadership of the world as gold producers. 
If their gold output could have maintained the 
fabulous progress of its first few years, there 
would have been little need for either the Rand 
or Kalgurlie. But the 3,144,375 ounces of 1853 
continued to be its high-water mark for almost 
half a century. It was not approached again till 
1898, when it was repeated within a few ounces 
(3,118,398). On the eve of the Civil War the 
output had fallen to well under two million 
ounces (1862, 1,896,300). The urgent demand 
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for gold that naturally attended the greenback 
rigitne raised the annual total once more, until, 
in i866y it reached 2,588,062 ounces. A reaction 
followed after the war, gold -mining being dis- 
couraged by doubts as to when the country 
might return to a specie basis. 

The year 1875 made a low -water mark of 
1,615,725 ounces of gold, from which another 
short rally lifted the output in 1878 to 2,476,800 
ounces. Then came the twenty years' silver war, 
which by another strange paradox had a disas- 
trous effect on gold-mining in the United States. 
Between 1878, when the Bland Law was passed, 
and 1893, when Congress formally abandoned its 
attempt to maintain free silver against the rest of 
the world, the gold output never reached two 
million ounces in any single year. Its nearest 
approach was 1,881,787 ounces in 1879, and its 
lowest record was 1,451,250 ounces in 1883. ^^ 
1895, when the final struggle between sound 
money and Bryanism was being fought to a 
finish, gold -mining received a new stimulus. 
The total of 1895 was 2,254,760 ounces, and 
firom that level a rapid rise set in which in 
five years made a record. It raised the total 
to over three million ounces, and the century 
finished with a return of 3,829,897 ounces for 
1900. 

We have here a remarkable proof of the 
natural limitations of the gold-mining industry 
and of its comparatively narrow range. In half 
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a century — namely, from 1850 to 1900 — ^the gold 
output of the United States increased little more 
than 50 per cent, the respective totals having 
been 2,418,751 ounces and 3,829,877 ounces. If 
we take a forty-year period — say, 1850 to 1890 
— we find a positive retrogression, the output of 
the latter year having been only 1,588,880 ounces 
against 2,418,750 ounces in 1850. Recent figures 
might be even less favourable than they look if 
strict deduction could be made of all the gold 
obtained from foreign ores smelted in the United 
States. How much, for instance, of the gold 
credited to Alaska really came from the Yukon ? 
And how much of the Colorado total was derived 
from Mexican ores ? 

No doubt the natural resources of the United 
States, and especially its mineral resources, are 
vast, but it is for the Americans to consider if 
they are not being used up with suicidal rapidity. 
President Roosevelt has evidently had his atten- 
tion drawn to this vital question. It is said to be 
part of his future programme to recover for the 
nation the coal and iron lands that have been 
captured by the trusts. Simply as a check on 
their wasteful exploitation that would be a most 
conservative policy. 



BOOK IV.— ITS DESTRUCTIVE 
POWERS. 



CHAPTER XVII. 



Though President Roosevelt is not and never 
has been a financier, he is one of the most 
prominent and powerful figures in the financial 
world to-day. He has entered it not as a re- 
organiser, or a consolidator, or a merger man, 
but as a crusader. The late speaker of the 
House of Representatives, " Tom Reed," said of 
him in the early part of his career, that he had 
the greatest pleasure in regarding himself as 
the discoverer of the Ten Commandments. If 
" Tom Reed " had lived to witness the President's 
latest crusade against the "trusts," he might 
have admitted that the new discoverer of the ten 
commandments was making good use of them. 

In his strenuous championship of the " square 
deal" against ''trust" and "ring" methods, Mr 
Roosevelt is working himself up to a state of 
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biblical fervour. He is, unconsciously perhaps, 
producing an American parallel to the commence- 
ment of Josiah's reign over Judah. Josiah's pre- 
decessors had, like the Oil and Iron Kings of our 
own day, ** done evil in the sight of the Lord." 
Among their other iniquities they had served 
heathen idols, and worshipped them. Close to 
Jerusalem itself they had set up altars to strange 
gods, — "to Ashtoreth, the abomination of the 
Zidonians, to Chemosh, the abomination of the 
Moabites, and to Moloch, the abomination of 
the children of Ammon." All these heathen 
temples the royal reformer Josiah forthwith de- 
stroyed. "He brake in pieces the images, and 
cut down the groves, and filled their places with 
the bones of men." If Mr Roosevelt were to 
carry out this Hebrew analogy to the letter, he 
would have the Chicago packing -houses con- 
verted into cemeteries. 

The most gruesome of the heathen gods whom 
Josiah thus rudely disestablished was Moloch. 
He has been described as a " calf-headed brazen 
image, in which children were burned alive." 
In order to reach this terrible death, the victims 
had to pass through outer circles of fire. The 
name "Moloch" is thus not one to be used in 
modem society unless under strong provocation. 
It has been applied of late to the Chicago meat- 
packers and other classes of millionaires, who 
apparently would risk the lives of their fellow- 
beings rather than miss a dollar of profit. 



The ^^Millionaire Moloch.^^ 359 

The "millionaire Moloch" has in the recent 
fat years been so gorged with sacrifices, that 
we might expect him to feel satiated, but 
apparently his appetite grows with what it feeds 
on. Every new million he devours only makes 
him more voracious. It is quite possible to 
conceive of millionaires making good use of 
their wealth. They may even administer it with 
greater benefit to society at large than a hundred 
other men could do were it divided equally 
among them. They may be, and often are, a 
conservative factor in the social systems to which 
they belong. They may even be, though they 
seldom are, bulwarks of sound finance. But the 
new race of multi-millionaires in the United 
States has few such redeeming features. 

The ** millionaire Moloch," as exhibited in 
Wall Street and Chicago, is a destructive, not 
a conservative, force. When a man accumulates 
only for himself, the chances are that it will be 
all scattered again at his death. When he 
sacrifices everybody else to his own enrichment, 
he is simply a financial Juggernaut. Those 
whom he tramples down in cold-blooded greed 
may often be better men than himself, wiser 
men, and more useful citizens. What does he 
ever amount to from a public point of view? 
What is he apart from the millions he heaps up ? 
What effect has the heaping up of millions on 
his own mind and soul? Let the billion dollar 
" trusts " of five years ago (1901), the life insur- 
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ance scandals of last year, and the meat-packing 
exposures of the past few months, bear witness. 
They are characteristic landmarks in the progress 
of the '^ millionaire Moloch." They show that 
he is fast losing the elementary qualities of man- 
hood, and becoming a purse-proud ghoul. 

" Frenzied finance " is not in my line, — I leave 
it willingly to my Boston namesake. Neither 
have I any taste for the horrors of *The 
Jungle.' The ^'millionaire Moloch" is to me 
a mere freak of high finance, a passing acci- 
dent of exceptional circumstances and conditions. 
The worst thing about him is the merciless hold 
he has got on the staple industries of the country, 
and on its reserves of raw material. While he 
retains that hold he has the American people 
at his mercy. As producers, traders, and con- 
sumers, they are completely in his power. If 
the national reserves of raw material were as 
unlimited as the spread-eagle American believes 
them to be, there might be no immediate danger 
in a monopoly of them. But their exhaus- 
tion, or at least a serious diminution of them, is 
no mere academic question. It may within a 
generation or two become a business proposition, 
and have to be treated accordingly. 

Some nations die of creeping paralysis, while 
others prefer the nobler alternative of a general 
smash up. There is nothing paralytic about 
American finance, nor is there ever likely to be. 
But it has vast and varied possibilities of internal 
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convulsion. Its explosive risks are double those 
of other nations. They threaten it from above 
as well as from below. Of the two the anarchists 
on top are much more dangerous than those 
at the bottom. The most formidable bomb that 
has yet been manufactured can spread death 
and destruction over only a limited area. It 
is reserved for the millionaire anarchist to make 
havoc of national interests and industries. 

There is no call on us for Rembrandt portraits 
of Wall Street ogres, or lurid details of their 
secret conspiracies. Such revelations, whether 
true or false, can only yield ephemeral gratifica- 
tion to a morbid curiosity. The ogre himself 
and his friture possibilities are the true objects 
of interest, not his secret manoeuvres and ad- 
ventures. Bearing in mind that essential dis- 
tinction, I do not turn aside to revel in the 
"muck-rake" episodes of the past few months. 
The previous chapters have been written to a 
running accompaniment of sensational scandals, 
— life insurance, railroad rebates, Chicago meat- 
packers, and many other smaller fry. It would 
have been easy to work up spicy narratives out 
of such a glut of salacious material, and to offer 
them as typical of the American finance of to- 
day. But let us hope that such episodes are only 
for to-day, and that their blighting influence will 
not extend far into the future. 

On the other hand, it is to be feared that the 
"millionaire Molochs" have got such a firm 
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hold, not only on the financial machinery of the 
United States, but on all the staple trades and 
industries, that no ordinary effort will ever shake 
them off. They have so many opportunities of 
tightening their grip and of stretching out their 
tentacles farther and farther, that there is no 
immediate prospect of its being relaxed. The 
coming generation are probably destined to feel 
the iron grip of the miUionaire monopolist more 
keenly than any of us have ever done. It is this 
threatened growth of his malign power that 
renders him alarming. So far we have only 
seen him in his cradle, where he has reversed 
the mythical rdles of Hercules and the Serpent. 
In the American edition of this classical fable 
it is the Serpent that strangles Hercules. The 
thrilling question is, What is he to be when 
full-grown ? 

Imagination reels at the thought of a second 
generation of Morgans, Harrimans, and Schwabs 
wielding inherited millions with an accumulation 
of inherited skill and daring. The financial feats 
of their fathers may seem mere child's-play to 
them, — ^the rudiments of an art whose evolution 
has only begun. It will no longer be enough for 
them to control one or two departments of nati- 
onal life. They will be continually reaching out 
for more until the whole nation is brought within 
their toils. I can remember when the modest 
ambition of a Wall Street banker was to get 
on the board of a trunk railroad. It was a point 
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of vantage for him in many ways. When a little 
" pool " went wrong it could be passed on to the 
railroad, and when the railroad had anything 
cheap to sell, another little ''pool** could be 
formed to buy it and dress it up for the public. 

The railroad reorganisations of 1894-96 filled 
not a few pockets in Wall Street to bursting. 
Wall Street itself was so carried away by the 
prosperity they helped to create, that stocks had 
only to be hoisted fast enough in order to 
attract buyers. New millionaires sprung up 
faster than mushrooms, while old millionaires 
found themselves literally overwhelmed by floods 
of fresh wealth. Anything in the way of finan- 
cial conjuring became possible. Combinations, 
conversions, " communities of interest,*' mergers, 
pools, syndicates, all called out for some one to 
come forward and perform them. They were 
as easy as playing poker, and every one of them 
had millions in it. 

From 1897 to 1903 Wall Street gave itself up 
to a carnival of financial wizards. It had begun 
with the railroads, but it did not stop there 
long. Very soon the insurance companies were 
drawn into it. The banks, of course, could not 
resist the temptation. Nor could the trust com- 
panies. The churches kept out of it with 
difiGiculty, and were much divided in opinion as 
to the propriety of accepting "tainted money.** 
The hotel lobbies and the drinking-saloons had 
no theological scruples. They hung over the 
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ticker as if the fate of the country depended on 
it. Congress was not indifferent to the great 
game of speculation going on all around it. 
Neither Senators nor Representatives were mere 
academic observers of the rise and fall of prices. 
The remotest State Legislature exchanged a good 
deal of wireless telegraphy with New York. The 
latest development of the speculative fever is 
said to be among Western farmers. Instead of 
putting their savings on deposit in the local 
bank as they used to do^ they now entrust them 
to '' a commission house *' for a flutter in stocks. 

Under the fascination of this wide-spreading 
cra^e, the Americans are becoming a nation of 
speculators. They may retort on us that spec- 
ulation in wheat and stocks is at least more 
dignified and rational than universal betting on 
horse-races. So it is, but it may for that very 
reason be much more dangerous to the nation. 
Betting in England is the vice of working men 
and boys, who have not much to lose by it. 
Among the educated and propertied classes, it 
is comparatively rare. Speculation in America 
is much more extensive. All classes are more 
or less under its spell, and the amount of money 
staked on it is beyond comparison larger than 
what is staked in England on the turf. 

Between speculation and betting there is an- 
other cardinal difference. Betting is simply a 
personal vice, the effects of which are limited 
to the bettors and their families. But wild 
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speculation of the American sort in land, stocks, 
produce, and property of every kind, affects the 
entire community. It diverts trade from its 
natural course. It disturbs all the normal oper- 
ations of business. It creates false markets and 
fictitious prices. It offers an irresistible temp- 
tation to organise the industries of the country 
on a speculative rather than on a commercial 
basis. Every business concern is capitalised with 
an eye to Wall Street, and Wall Street too often 
has the chief voice in its management. 

Worst feature of all in a speculative state of 
society is the predominant power possessed by 
the moneyed interest. This would be a fatal 
drawback even if the moneyed interest werq 
scrupulously fair and honest. In any kind of a 
gamble the long purse has a great advantage 
over the short purse, firom the mere fact of 
being able to hold out longer. But when the 
moneyed interest has, as appears to be the case 
in America, no scruple, no sense of fairness, not 
even common honesty, to say nothing of moral 
shame, it becomes a case of professional sharpers 
against amateur punters. Can there be a shadow 
of doubt as to the issue ? 

A rage for colossal speculation must sooner or 
later bring disaster on any community however 
wealthy. But colossal speculation conceived in 
fraud, and inventing new rogueries at every turn, 
may threaten shame as well as ruin. If the 
colossal speculators were a class by themselves. 
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who rooked each other and said no more about 
it| there would be some hope of their dying out 
in time. But the Napoleonic operators in Wall 
Street are not mere gamblers. They are also 
the financial leaders of the nation, its bank presi- 
dents, its railroad directors, and the heads of 
its great industrial organisations. They have a 
finger in every pie, social, political, and com- 
mercial. Wherever there is an honest profit to 
be got, they have the first chance of it. But 
that is not enough for them. They are continu- 
ally scheming for unfair advantages and secret 
" pulls " over other traders. The meanest tricks 
and dodges are resorted to against competitors. 
And when all else fails, they can stoop to the 
grossest forms of corruption. 

Any self-respecting man would be ashamed to 
avail himself of all the special advantages which 
American law heaps on the capitalist as such. 
If he happens to be a manufacturer he is pro- 
tected to the extent of 20, 40, 60, or 100 per 
cent: he gets rebates of 40 or 50 per cent on 
all the traffic he gives to the railroads: he is 
allowed a drawback of 90 per cent on all the 
foreign material he works up and re-exports : be 
can, if he likes, charge one price for his goods 
at home and another price abroad. If he is a 
banker, he can claim a share of the Treasury 
deposits; he has a fi-ee hand to rake in money 
fi"om the public, and use it for speculation; he 
is also firee to organise speculative pools and 
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syndicates, to conduct bull campaigns, and to 
assist in financing his bullish confederates. If 
he is an insurance director, he can see that his 
insurance company keeps large cash balances 
for his bank or his railroad or his soap trust to 
draw upon for their little deals. 

Any reasonable man should be satisfied with 
such a long start over his competitors. The 
heathen Chinee could have won every game 
with only half as many cards up his sleeve as 
a millionaire operator has all the time. No 
human being, therefore, has less excuse than the 
millionaire operator for sharp play. With such 
chances as his, it should be almost impossible 
for him to miss anything in sight. The wonder 
is that he should think it worth his while to be 
a sharper. As to the fact, however, there can 
unfortunately be no doubt. One sickening revela- 
tion after another demonstrates it. Rather than 
miss a cent he will bribe, cheat, and lie for it. 
Formerly he only fleeced the public, but now 
he poisons them at the same time. 

Men of this stamp are the millionaires of Wall 
Street — the so-called money power of the country. 
They have a very large proportion of the national 
wealth in their keeping, and can use or abuse 
it as they please. The millions they play with 
are not their own : 70, 80, or it may be as 
much as 90 per cent of the money is borrowed. 
They have time loans and call loans running at 
scores of different banks. One pool they may 
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finance in New York, another in Boston, and 
another in Chicago. Apart from these they may 
have blocks of stock pawned in London, Paris, 
and Amsterdam. Their simple and innocent rule 
is to borrow at every open door, and they never 
stand on matters of form. If they cannot raise 
a loan they will negotiate a bill or coax an ac- 
ceptance out of some foreign bank. It is literally 
true at the present moment that the big plungers 
in Wall Street have their hands in everybody's 
pocket. They owe Europe a few hundred million 
dollars as a small supplement to their home 
loans. 

However many fortunes may be made in this 
way, no nation can ever be permanently enriched 
by them. It is more likely to be impoverished, 
for they are signs of decay and not of progress. 
They are suicidal elements in national economy. 
Lest this should be considered too sweeping a 
judgment, I hasten to qualify it with the remark 
that it applies only to the Wall Street section 
of the millionaire oligarchy. There be honest 
millionaires, doubtless, but not many of them 
frequent Wall Street. When they go there, it 
is neither for their health nor for the public 
good. 

Besides being a colossal gambler, the Wall 
Street millionaire has another peculiarity that 
bodes ill for the future of the nation. He is a 
born and ingrained monopolist. His keenest 
pleasure is to feel that he has left nothing 
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behind him for any one else. A Rockefeller will 
spend his whole life in building up a monopoly 
that defies law and decency alike. He makes 
himself a human boa -constrictor, whose move- 
ments are watched with fascinated horror as he 
swallows his victims one after the other. A 
Steel Trust will deliberately set itself to captur- 
ing all the chief sources of its raw material, and 
every year it recounts with pride the thousands 
of acres of iron deposits that have been added 
to its territory. It may require only another 
ten or twenty years to corral all the best iron 
ore in the United States. By that time, too, 
all the copper ore worth mining may be in the 
hands of one omnivorous combine; the cotton 
crop may be pooled by a Planter's Ring ; west of 
the Mississippi there may be a minimum price 
for wheat, and the acreage sown may be care- 
fully regulated in order to maintain it. 
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BOOK IV.— ITS DESTRUCTIVE 
POWERS. 



CHAPTER XVIII. 

ITS MUCH MISTRUSTED TRUSTS. 

At last we arrive at the crown of the American 
financial edifice — the modern "trust." It is to 
be carefully distinguished from the trust com- 
pany of an older generation^ which is a wholly 
different institution. The latter has done long 
and honourable service as personal and corporate 
trustee, with which it nowadays combines certain 
classes of banking business. Possibly it has 
assisted in the evolution of its younger rival, 
but the difference between them is still wide and 
organic. 

The Wall Street species of trust with which 
we have now to deal is a hybrid as lax in its 
definition as in its morals. It embraces a con- 
siderable variety of sub-species. The speculative 
" Pool," the underwriting Syndicate, the manu- 
facturing ** Ring," and the railroad " Community 
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of interest," are all in a way "trusts." The 
essential idea which binds them together is 
control of markets. To a certain extent this 
object may be legitimately and honestly pursued. 
So long as competition is not killed and trade 
is not unduly restrained, combination for mutual 
benefit is not objectionable. It may even be in 
some points commendable. There is no more 
harm in employers of labour combining for the 
protection of their markets than in workmen 
combining for the maintenance of wages. In all 
advanced states staple industries are more or 
less pooled. It simply means that competing 
producers agree on a tariff of prices for standard 
commodities, as well as on a scale of wages for 
producing them. 

If American *' trusts" went no farther than 
that, they might command sympathy rather than 
reproach. But they go very much farther, and 
in the past few years a new kind of finance 
has been evolved from them altogether at vari- 
ance with old-fashioned economic doctrines. It 
diverges widely from these both in theory and 
in practice. Standards which suited them cannot 
be applied to it unless with many qualifica- 
tions and reservations. Other standards must be 
created specially adapted to it. Lack of these has 
plunged the American people, and still more 
foreigners, in a maze of confusion as to the merits 
of modern "trusts." They are discussed and 
criticised from many different points of view, 
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which have little in common with each other. 
In one criticism we may find them treated from 
the industrial point of view, in another from the 
financial point of view, in a third from the 
ethical standpoint, and in a fourth frt>m the 
socialistic standpoint. 

In the popular mind all these points of view 
get mixed up together, so that its judgment on 
trusts becomes a medley of commercial, social, 
and financial considerations. But the course of 
events is rapidly educating the people on this 
burning, and at the same time intricate, question. 
Its various aspects are being gradually disen* 
tangled and examined each in its own light. 
The modem "trust" is a complex bye -product 
of American civilisation, which exhibits four or 
five different phases. We may study it — 

First, As an industrial problem. 

Second, As a financial problem. 

Third, As a political issue. 

Fourth, As a Socialistic question. 
The phase which specially concerns us here 
is of course the second. We may in passing 
touch lightly on the industrial aspect of the 
subject. That is the one which presented itself 
most prominently at the outset, and by which 
everybody was then most strongly impressed. 
An unparalleled era of universal expansion has 
hitherto thrown a glamour over the new " trusts," 
and given them not a little meretricious credit. 
But this is a relatively small part of the 
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issue. Even if the claims of the ** trusts" 
to superior efficiency and cheapness of pro- 
duction could be demonstrated, that would 
settle very little. The financial side of the issue 
is much larger and more important than the 
industrial side. The political side, again, is more 
important than either the industrial or the finan- 
cial. The socialistic side is beyond comparison 
the most important of them all. 

Our special question is whether or not the 
modern "trust" has proved itself financially 
sound. By soundness is here meant something 
more than mere solvency. It includes the much 
higher qualities of safety, honesty, and stability. 
The primary requisite of a trust is of course 
trustworthiness. The word is from the same 
root as truths troths and truce. Its very essence is 
loyalty and good faith. An English dictionary 
defines it as "a reliance or resting of the mind 
in the integrity, veracity, justice, firiendship, &c., 
of another person." In law every word relative 
to a trust has to be strictly construed against 
the trustee, and his responsibility is often en- 
forced to the extent of severe hardship. The 
idea of trustees becoming powerful enough to 
set themselves above the law, and to defy it, 
was never conceived until our own day. 

Every joint-stock company is in law and in 
honour a trust. The larger the company, and 
the more numerous its shareholders, the more 
sacred should be the trust. When we get to 
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corporations^ with capitals of from one hundred 
million dollars to fifteen hundred millions, the 
shareholder becomes a helpless unit in an 
ant-heap. There is nothing between him and 
ruin but the " integrity, veracity, and justice " of 
the directors and officials. Unfortunately these 
have never in any known state of society shown 
themselves proof against even ordinary tempta- 
tion. Against such almost irresistible tempta- 
tion as the managers of a huge American trust 
have every day to face, they are very poor 
protection indeed. Sooner or later the law has 
to step in and provide suitable safeguards for 
security holders who cannot protect themselves. 

The ^' trust" scandals which have of late 
deluged the United States are due to various 
causes. The first is the fact of there being 
no federal law for industrial corporations. Any 
state in the Union may issue charters by the 
score, or cancel them for good cause shown. 
The Federal Government can neither issue a 
charter nor cancel it. Until President Roose- 
velt's time it was even doubtful if it could investi- 
gate the affairs of a chartered corporation, much 
less prosecute it. That point, however, is now 
happily settled, and Mr Roosevelt's Attorney- 
General is busy investigating trust abuses. But 
as yet he has not made great progress, or 
achieved any very substantial result. 

Failing an efficient law, the next best bul- 
wark that the American people could have 
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against dishonest "trusts" would be a strong 
and healthy public opinion. Unfortunately that 
has hitherto been wanting also, but there are 
unmistakable signs that the need of it begins 
to be felt. So far as the law is concerned, the 
British public are not much better protected 
against dishonest corporations than the Ameri- 
cans are. But if it may be said without ofTence, 
our moral sentiment is much better developed 
than theirs in nearly all lines of business. 
Englishmen have to be not only fairly honest 
but fairly honourable in their dealings with each 
other. If they belong to a recognised profession, 
like solicitors or stockbrokers, they will have to 
conform strictly to a professional code of honour. 
In cricket language they will have to ** play the 
game." Even without actual violation of rules 
they may incur discipline. The committee of 
the London Stock Exchange spend a great deal 
of time in deciding delicate questions of fairplay 
between members. If a member were to be up 
before them pretty often on points of sharp 
practice, he would get a hint at the end of the 
official year not to apply for re-election. 

What the English people vaguely call "good 
form" is often a useful moral guide, and keeps 
them out of a great deal of trouble. The 
Americans have no corresponding phrase, and 
the very idea is unfamiliar to them. The 
nearest approach to it is President Roosevelt's 
favourite watchword, "a square deal for every- 
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body." That is a brave watchword, and young as 
it iS| it has already had an immense effect on 
public opinion. More than anything else it has 
helped to raise the moral tone of American poli- 
tics. It has also set before the people a higher 
ideal of public life than they were previously 
accustomed to. That the " trusts " should hate 
it and its author is perfectly natural, seeing 
that it subjects them to more exacting stand- 
ards of judgment. 

Formerly the American maxim was to ^^get 
there," and if possible to "get there first." 
Little thought was given to what happened to 
the other fellows. Whether they fell by the 
wayside, or were run over and trampled under 
foot by their stronger competitors, did not matter 
to the men who " got there." In the American 
vocabulary there was no such phrase as "live 
and let live," or "give everybody a chance." 
The smart man invariably got ahead of the 
man who was either too simple or too honest 
to be smart. The mammoth "trusts" were the 
apotheosis of smart men. They brought into one 
grand combination all the tariff-fattened manu- 
facturers, the railroad rebaters, the firanchise 
stealers, the competition killers, the Congress 
corrupters, and the crooked dealers generally. 

That is, I fear, a truthful and unexaggerated 
description of nearly all the modern "trusts." 
Some of them may not be so bad as others, 
but in nearly every case the pedigree is tainted. 
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Not one in a dozen of the financiers who have 
carried through these huge combinations has a 
record which honourable men would willingly 
accept, even with all the millions attached to it. 
The best that can be said for their industrial 
efficiency is mere dust in the balance when 
weighed against the moral charges that have 
been made against them, and too abundantly 
proved. This applies with special force to the 
"trusts," which have grabbed a practical mon- 
opoly of the meat supply of the country and 
some of its most indispensable raw materials. 

It was evidently and palpably bad law which 
allowed a score or so of men to capture 60 per 
cent of the annual beef-supply, 65 per cent of the 
petroleum, and about 70 per cent of the output 
of iron ore. But it was a still greater outrage 
on civic duty, when these multi-millionaires 
administered their monopolies with no other 
thought than to squeeze the last cent they could 
out of them. Close and careful study of their 
proceedings for years past has not shown me 
the slightest trace of respect for the law, duty 
to the nation, consideration for the public, or 
fairness toward competitors. The annals of the 
Standard Oil Corporation and the Beef Trust, 
especially, are one long sordid record of grab- 
all. The callous cruelty of such insatiable greed 
has been worthily matched by business methods 
made up chiefly of mean frauds practised on 
a gigantic scale. Like their dollars, their un- 
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fair advantages have to be reckoned by the 
million. 

Without touching the abstract question of 
" trusts," or referring to the contradictory opin- 
ions that are held in the United States regard- 
ing them, we must recognise the gravity of the 
concrete cases before us. With ten years' ex- 
perience of them, we may now form at least a 
provisional judgment on them of some practical 
value. What have these ''trusts*' done for 
American trade, American finance, and Ameri- 
can credit? They appear to corrupt them all 
at the fountain-head, and it is only a question of 
years when the crime will be completed. Have 
they not deliberately and systematically defied 
the Anti-Trust law ever since it was passed in 
1890? They have fought tooth and nail, not 
only in Congress but in every State Legislature, 
against all attempts to improve the law in the 
direction of fair-trading. They have lobbied, 
electioneered, and manoeuvred at every oppor- 
tunity to get undue privileges and advantages 
for themselves. They have bullied and tyran- 
nised over every trade that came under their 
yoke. They have, either by trickery or by under- 
selling, ©r by conspiracy with the railroads, 
crushed out nearly all the independent dealers 
who dared to stand up against them. 

The official record of these iniquities is full 
to overflowing, but it continues to grow daily. 
Much has been added to it by the sensational 
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investigations of the past twelve months^ the in- 
surance scandalsi the Chicago packing scandals^ 
the Pennsylvania railroad scandals. Much more 
is likely to be added by the investigations still 
in progress. The ** muck-rake crusade " is fairly 
started^ and there is no saying where it may end. 
Already its financial effects are evident in the 
nervousness and distrust which have seized on 
Wall Street. A few more yellow sensations of 
the same sort might give the whole fabric of 
American credit a shock not easy to get over. 

What American credit has to fear most now- 
adays is not Bryanism, or Socialism, or any of the 
bogeys of ten years ago. The millionaires, and 
the millionaire corporations who poured out their 
wealth like water in order to defeat Bryan, are 
now themselves the chief public danger. They 
run a very grave risk of being hoist with their 
own petard. The Frankenstein they have evoked 
is more formidable than any free silver Franken- 
stein could ever have been. The currency scares 
which high financiers get up now and then are 
trivial in comparison. In fact, the real object 
of these to start a false scent is only a little too 
obvious. The " muck-rake " scandals have become 
too rank, and they have taken too firm a hold 
on the public for any theoretical banking question 
to divert attention from them. 

To use an American phrase for which there 
is no English equivalent, the people are "up 
against " this trust question in hard earnest. It 
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has been growing on them for a quarter of a 
century — the real origin of it having been the 
organisation of the Standard Oil Company in 
1882. They have watched its growth — not 
always with unfriendly eyes, for the true Ameri- 
can loves a hustler, and will forgive him much 
if " he makes a big thing of it." Success covers 
a multitude of sins, even large ones. But how- 
ever indulgent, not to say lax, the moral sense 
of a community may be, its endurance will have 
some limit. In this case it has yielded at last 
to a succession of shocks and outrages continu- 
ally growing worse. 

Already in 1890 the evil was bad enough to 
challenge the attention of Congress, and an Anti- 
Trust law, the first of a long series, was then 
passed. Following the lead of Congress, twenty- 
seven states and territories ''passed statutes with 
the intention of defining monopoly more closely 
in order to meet modern conditions." ^ Strenuous 
efforts have been made to enforce these statutes. 
Prosecutions without number have been instituted, 
both by Federal and State authorities, against the 
most flagrant offenders. The Standard Oil Com- 
pany and the Beef Trust have been in one court 
or another most of the time. Their directors 
have set a fine example to " law-abiding citizens " 
by snapping their fingers at the courts. They 
evaded service of subpoenas, they denied jurisdic- 
tion, they refused to give evidence or to produce 
their books. Some of them literally outlawed 

^ Introdaction to Report of the Industrial G>mmissioD, 190a 
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themselves rather than submit to any kind of 
judicial investigation. The arch moi\opolist| Mr 
J. W. Rockefeller, fled to Europe, and others 
of them are frequently away on yachting tours 
or foreign holidays. 

When it gets to this pitch with the most 
eminent and powerful citizens in a state, there 
can only be one issue. The people must fight 
the monopolists to a finish, and evidently that 
is what the Americans have made up their minds 
to do. They have started well under the strenu- 
ous leadership of President Roosevelt, who is 
rallying good citizens around him without dis- 
tinction of creed or party. Persistently, pertin- 
aciously, and sometimes passionately, he is forcing 
the issue on Congress. He realises that it is the 
greatest issue the nation has had to face since 
the abolition of slavery. Commercial and in- 
dustrial freedom is as sacred a right of mankind 
as personal freedom. It is as well worth fighting 
for, seeing that the future of the nation equally 
depends upon it. Life and health are at stake 
in the present fierce uprising against the Beef 
Trust. Fair trade is at stake in the desperate 
resistance that is being offered to Standard Oil 
methods. The national credit is at stake in the 
efforts of Wall Street to purge itself of the " blind 
pools" and rigging syndicates which are still 
rampant there. 

For the highest of all reasons — public morality 
— as well as for the lowest — self-interest — these 
terrible evils must be checked, and that speedily. 
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The American people, if they submitted to them 
much longer, would be considered by their best 
friends abroad to be condoning them. They 
would justify the reckless judgment sometimes 
passed on them by foreigners, that "they are 
rotten to the core." No people who can work 
as the Americans do, who delight as they do 
in the exercise and development of their creative 
powers, are in great danger of either rotting or 
rusting. It is only when a nation ceases to be 
productive, and thinks only of how cheaply it 
can feed and amuse itself, that rottenness is to 
be apprehended. 

So long as they continue to be the most 
strenuous race on the face of the globe, the 
Americans will easily throw off the moral scurf 
which is now being investigated and exhibited 
and sensationalised with so much gusto. Like 
the other yellow sensations which preceded it 
and had their little day, this one, we may hope, 
is only skin-deep. In my own time I have seen 
the American people live down several campaigns 
of scandal almost as bad as the present one. 
No doubt they were on a smaller scale, and 
not so superheated, but they were equally thrill- 
ing. Every new generation seems to develop 
its own peculiar parasites. Sometimes they are 
municipal boodlers, sometimes they are railroad 
"bosses," sometimes they are stock riggers. 
Just now they appear to be " grafters," dis- 
honest trustees, law -defying monopolists, and 
purveyors of bully beef. They too will have 
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their little fling, and be swept out into charitable 
oblivion. 

Eighty -three millions of Americans, when 
thoroughly roused, will make short work of oil- 
kings and beef-barons who presume to set them- 
selves above the law. Trusts which cannot be 
trusted will find that they are engaged in a 
losing battle. It has been fought over and over 
again before, and the law has always won in the 
end. It was too much for Jay Gould and his 
confederates, the most astute financial schemers 
and the least scrupulous that even Wall Street 
has ever seen. It may be doubted if there is 
Gould's equal in the Street at the present 
moment. Most of the men who are now playing 
his r6lc have distinguished themselves more by 
audacity and rapacity than by financial genius. 

There need be little fear as to the ultimate 
issue of these "trust" scandals. They are but 
passing clouds on American finance. While 
they last, however, they must have a sinister 
influence on everything they touch. Already 
they have shaken confidence, both at home and 
abroad, in the integrity of American producers as 
well as in the soundness of their products. They 
have tarnished a commercial reputation hitherto 
among the highest in the world, and shown that 
the morality of Wall Street is infecting some of 
the staple industries of the country. For the 
time being the trail of the trust octopus seems to 
be over all, and it is neither clean nor wholesome 
nor reputable. 
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If there were to be more episodes like the 
life assurance scandals and the Chicago meat 
horrors, the effect on American interests abroad 
might become serious. Every fresh exposure 
would give an aggravated shock to foreign 
opinion, no longer very favourably biassed. In 
the end American securities would be the greatest 
sufferers. They have so far not merely escaped 
damage, but seem to have thriven on scandals 
and earthquakes alike. A long course of booming 
has made Wall Street consider itself invulner- 
able, and its foreign allies are only too ready to 
echo the legend. 

But when this legend of Wall Street invulner- 
ability explodes, as it must do sooner or later, 
American stocks may no longer be bought so 
freely as they have been in Europe, nor may it 
be so easy to borrow on them. The discredit 
into which American business methods have 
fallen must inevitably extend, for a time at 
least, to American credit generally. It will 
check the purchase of American stocks and the 
negotiation of New York " finance bills." Storms 
of unprecedented range and violence may even 
now be brewing on the great ocean of American 
finance, — storms before which the boldest of its 
combinations, the most firmly rooted of its 
monopolies, its farthest - reaching ** community 
of interest," and the most omnivorous of its 
trusts, may go down like houses of cards, 
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CHAPTER XIX. 

ITS DELUSIVE GOLD RESERVES. 

If the question were put to a dozen financial 
authorities, What do you consider to be the 
greatest danger to American finance at the 
present day? at least a dozen different answers 
would be returned. Most of the bankers might 
agree with Mr Jacob Scheff, that inelastic cur- 
rency is the future peril. The majority of plain 
business men might say, that they were most 
afraid of a too close alliance between the New 
York banks and Wall Street. Both of these 
are undoubtedly serious evils, but for my part 
I feel greater concern about something much 
more innocent looking. 

It may sound ironical to scent danger in what 
bankers all over the world are accustomed to 
consider their sheet-anchor — namely, their gold 
reserves. It is possible, however, to have too 
much even of so precious a thing as gold. It is 

2 B 
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not only possible but very easy to make a bad use 
of it. That b what many bankers are now doing, 
and nowhere else in the world so systematically 
as in New York. They reverse the true function 
of gold when they acquire it for the purpose of 
building up on it a superstructure of speculative 
credit. By speculative credit I mean credit not 
actually needed for the legitimate work of com- 
merce or industry. Above and beyond these there 
is a wide sphere of financial operations which 
produce a vast amount of paper wealth. There 
may be little to show for it in the way of tangible 
assets, but it has a dazzling effect on market 
prices* bank balances, and official statistics. 

These producers of paper wealth are great con- 
sumers of gold. Much more gold is employed 
to-day as margin for speculative bank accounts 
than as margin for commercial bank accounts* 
That may look like another paradox, but every 
intelligent banker knows it to be a truism. It 
follows as a necessary consequence from the 
[uredominance of speculative over commercial 
operations in all, or nearly all, modem banking. 
The gold hunger now raging in every monetary 
centre of the world has nothing to do with 
currency. The poorest of the gold-standard 
nations has enough for its bond fide currency 
requirements. It is the continual expansion of 
banking — in other words, of credit operations — 
that absorbs the millions of gold which appear 
and disappear in London weekly. 
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The real reason why so many countries have to 
complain of the smallness of their gold reserves 
is not scarcity of gold so much as the excessive 
development of banking credit. There are two 
ways of readjusting the balance. Getting more 
and more gold^ and creating four times as much 
new credit against it, is of course the easiest and 
most profitable way. The least pleasant and 
profitable way is to curtail your credits to fit 
your gold reserves. All nations, conservative 
and unconservative alike, appear to prefer the 
easy way. American bankers are decidedly 
partial to it. They never reduce their volume 
of credit unless under stress of a crisis. So 
long as gold can be got at home or abroad for 
putting up the statutory 25 per cent margin, 
they go ahead making advances. 

This peculiar use of gold reserves is not what 
the authors of the system intended. It is not in 
my opinion a proper interpretation of the law. 
On the contrary, it is an innovation of very 
questionable character, and fraught with possible 
evils not only domestic but international. It 
encourages the New York banks to work up to 
the limit of safety, if not beyond it, in the hope 
of always being able to get gold somehow to 
carry them through. They deliberately assume 
that London or Paris may always be drawn 
upon in an emergency. Failing them, there is 
the Secretary of the Treasury to fall back upon. 
It has become one of his recognised functions 
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** to relieve the situation " when the professional 
financiers have allowed it to get out of hand. 

How close to the wind American banks sail 
in their gold reserves is little suspected, simply 
because the question has hitherto received so 
little attention. Naturally most of them con- 
sider that they do their full duty in maintaining 
their 25 per cent or 15 per cent reserve of lawful 
money, as the case may be. That may be reason- 
ably safe for interior banks whose current require- 
ments of gold are in normal circumstances very 
trifling. But much more is to be looked for 
from the great banks of New York, Boston, and 
Philadelphia which have the international liabili- 
ties of the country to take care of. It is indeed 
surprising, not to say disquieting, to note the 
narrowness of the specie basis on which they 
conduct their gigantic operations. 

The return now before me of the New York 
associated banks for the week ended August 18, 
1906, shows an aggregate liability on deposits of 
1053 million dollars, and on circulation of 46 
million dollars — together, 1099 million dollars. 
The specie on hand averaged for the week 186 
million dollars, of which presumably two -thirds 
was gold,— only 11 per cent of the total liabil- 
ities. It is a mere fiction to call that a gold 
reserve. The New York banks may justly retort 
on me that the effective gold reserves of the 
London banks are little, if any, larger. It is 
true they are also to be taken only in a Pick- 
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wickian sense. The 15 or 16 per cent of total 
liabilities at which they figure in the balance-sheets 
of the banks consist to an unknown but con- 
siderable extent of Bank of England notes, of 
which fully one-third is not covered by gold but 
only by Government securities. A still larger 
but also unknown portion of them is represented 
by current balances in the Bank of England^ from 
50 to 60 per cent of which the Bank serves up a 
second time to the money market. 

In London as well as in New York the effective 
gold reserves of the principal banks cannot be 
said to average over 7 or 8 per cent of their lia- 
bilities. There may be other reserves, of course 
— "lawful money" in New York and gilt-edged 
securities in London. But these are all outside 
of the present question, which is the practical 
efficiency of the gold reserves of the two financial 
capitals of the world. In comparison with the 
huge fabric of banking credits which they are 
supposed to safeguard, they are, in both cases, 
absurdly slender — so small, in fact, as to be a 
negligible quantity. In times of stress or emerg- 
ency, no intellegent banker would put any trust 
in them or bestow two thoughts upon them. 

As cover for their banking liabilities, the gold 
reserves of London and New York are a delusion 
and a snare. They invite confidence from the 
public of which they are utterly unworthy, and 
which they would certainly betray the moment 
they were severely tested. This peril, far from 
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being guarded against, is being hurried to a head 
by international banking operations which increase 
the work and the strain thrown on gold reserves 
confessedly inadequate for their proper duty. 
Gold is shifted about from one money centre to 
another, not for bond fide commercial or financial 
requirements, but in order to foster a boom in 
stocks, or to prop up a top-heavy speculative 
market, or for some other equivocal manoeuvre 
quite outside of legitimate banking business. 

Under this new rigime gold is rapidly becoming 
the most mischievous and perplexing of gambles. 
It is now the favourite agent for rigging markets 
and creating speculative diversions. The gold 
manipulators are becoming artists at their peculiar 
work. They no longer buy and sell openly, like 
honest traders. In London they pick up ship^ 
ments of gold by stealth, and hide them away for 
use at the proper psychological moment. For 
several weeks (August 1906) Lombard Street has 
been greatly puzzled as to the destination of 
certain arrivals of gold that mysteriously dis- 
appeared from the market. The latest theory is 
that they were purchased by German banks on 
New York account, and are being held in London 
to be shipped in case of emergency. The naive 
reason given for this game of mystery is that 
while New York secures the gold, disturbance of 
the London money-market is avoided by not 
shipping it at once! 

International banking has much to f^ir from 
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its own smartness if this be the direction its 
development is taking. It will juggle with gold 
until the jugglers — English, Germans, and Ameri- 
cans—all land in the ditch on top of each other. 
Meanwhile it is instructive to observe how help- 
less up-to-date banks can be when they have a 
bit of a difficulty to face. 

The latest piece of American news received as 
this final chapter goes to press announces the 
stoppage of the second largest Trust Company 
in Philadelphia. Though it had only 7^ million 
dollars of deposits against a paid-up capital and 
surplus of nearly half as much, it had to be allowed 
to go to the wall at the risk of precipitating a 
panic. An emergency meeting of representa- 
tives of the principal banks and trust companies 
in Philadelphia was held before it closed its doors 
to see if it could be saved. But either it was past 
help or they were not in a position to help it. 
Even the three national banks which were its 
depositaries could not risk more than half a 
million dollars in trying to save it. 

Gold may be able to perform many conjuring 
tricks in Wall Street and Lombard Street, but it 
is no safeguard against over-banking or any other 
form of inflated credit. On the contrary, it is one 
of the most active and dangerous factors in the 
present universal inflation of credit. 
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By the Same. 
▲ B ani T i vn Plait. By B. D. Gerard. 
Ladt Lu'a Wdowhoob. By Qeneral Sir 

B. B. Hamley. 
KAm SnwABT, and other Storiea. By Mra 

OUphant. 
VALBHTuraAnnHiaBnoTHnn. By the Same. 

> Da17«] 



Mabm OBMX. By P. O. 
RnATA. By E. D. Oerard. 
BiooAB MT NniOHBOun. By t 
Thb Watbbb of HnouLna. By the i 
Faie to 8u. By L. W. M. Lockharl 
Mum 18 THm. By the Same. 
DouBLxa AMD QxTna. By the Same. 
Altiora Pnro. Br Laurence Oliphant. 
PiooAoiLLT. By the Same. With ninatca- 

tiona. 
Ladt Bavt. By D. Gerard. 
Thb Blaoumith OF Voa. By Paul Onahing. 
Mt Tbiyial Lifb ahd Mibfobtubb. By A 

Plain Woman. 
PooB Nblub. By the Same. 



Standard Novels. Uniform in size and binding. 

complete in one Volume. 

FLORlIf SEEIES, Dlnatrated Boarda. Bound in Oloth, la. fld. 



Tom OBawLB'a Loo. By Midiael Scott. 
Thb Obuibb of thb Midgb. By the Same. 
Otbil Thobbtob. By Oaptaln Hamilton. 
AxvALB OF THB PuuBH. By John Gait. 
Thb PBOTO0T|Jto By the Same. 
Sib Abdbbw wtlib. By the Same. 
Thb Bbtaiu By the Same. 
Mua MoLLT. By Beatrice Hay Butt 
Bbqihald Dautob. By J. G. Lockharl 



Each 



Pbh Owbb. By Dean Hook. 
Adam Blaib. By J. G. Lockharl 
Ladt liBB'a WmowHOQD. By General Sir] 

B. Hamley. 
Salbm Ohafbl. By Mra Oliphant. 
Thb Pbrfbtual Oxtbatb. By the Same. 
Mua MABJ0BIBABK8. By the Same. 
JoHB I A Love Story. By the Same. 



SHILUNa 8BRIE8, ninatrated Oover. Bound in Oloth, la. fld. 



Thb Hbotob, and Thb DoocoB'a Family. 

By Mra OUphant. 
Thb Lifb of MAiraiB Wavoh. By D. M. 
^Moir 

PBMUMUItAB SOBBBB ABB SeBTOHBB. By 

F. Hardman. 



SiB Fbibblb Pumpkib, Niohtb at Mbsb, 

Thb SUBALTBBB. 

Lifb ib thb Fab Wbr. By G. F. Buxton. 
VAiiBBixra: A Boman Story. By J. G. 
Lockhart 



BON GAULTIER'S BOOK OF BALLADS. A new Edition, 

with Autobiographical Introduction by Sir Thzodobb Mabtin, E.O.B. With 
niuatrationa by Doyle, Leech, and Orowquill. Small quarto, 58. net 

BOwmiiL. Questions and Answers in the Theory and Practice 

of Military Topography. By Mi^or J. H. Bowhill. Grown 8to, to. fld. net. 
Portfolio containing 84 workmg plana and diagrams, 8a. fld. net. 

BKEADALBANE. The High Tops of Black Mount. By The 

Marchioness of Bbeadalbanx. Second Impression. With Illustrations 
from Photographs by Olive Mackenzie. Short demy, 6s. net. 
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BRUCE. In the Footsteps o! Marco Polo. Being the Account of 

a Joani«j OTerUnd trora SlmU to Pakin. By Mi^or Ci.ABKifOB Dalbtmplk 
Bbogb. with lUostntiODS. Demy 8to, Sis. net. 



BRUCE. Life of John Collingwood Bruce. By Right Hon. Sir 

OAonroBD Bbuob. Demy 8to, 6e. net. 

BUOHAN. 

The Watcher by the Threshold, and other Tales. By John 

BucHAV. Second Impreerioa. Grown sVo, 0e. 

A Lodge in the Wilderness. Second Impression. Short demy 

BUBBIDOK 

Domastio Floricnltve, Window Gardening, and Floral Deoora- 

IIOM. BelMPn0t*0BlI>i'*0^*O"''w*^P>opKattoi^Oaltare,nBdARnnfnieBl 
of Flnli end Flowers m DomeeMe OnMiwwta. j^ F. W. BumuDan. Seooad 
■dtMoa. QrowB tvo, wtlii BOflMcoot moflntlou. ft. 6d. 

BURTON. 

The Hiilory of Scotland : From Agrioola'i Invasion to the 

■itlMlioB Of tke iMl Jftoobtte InenneelloB. 1^ Johm Hill Bumtoir, D.aL.| 
HMoHotnpher^Beral tor Sootiud OlMeper MitloB. In 8 roll. Grown 8to, 
li. Id. nel each. Being iMoed in Monthly Tolamee. 

The Book-Honter. A New Edition, with specially designed 
Tttle-ptM and Oonr bf Jonm Bnowv. Pilnted on uitlqne laid paper. Foal 
8T0,la.M. 

The Soot Abroad. Uniform with *The Book-Hunter.' Pott 

tT0,ta.6d. 



BUTK 



The Roman Breviary: Reformed by Order of the Holy 

ilonmenioal Oonndl of Trent ; Pmbliahed bj Order of Pope 8t Pine V. ; and 
BerlMd bj Glement VIIL and Urban VIIL ; together with the OAoea einoe 



Euited. Translated oat of Latin into BngUah by Jon, MABQuna of Bun, 
T. New Bdltioa, BeTiaed and Bnlarged. In 4 Tola, erown 8to, and in 1 toL 
oowB itOi [/» fke f 



The Altosof StColnmba. With a Prose Paraphrase and Notes 

By Johm, MABQUMi of Bun, K.T. In paper eoTer, la. 6d. 

Sermones. Fratris Ada. Ordinis Pnemonstratensis. ^ 

Twenty-eight Diaoonraea of Aoam Sootoa of Whithorn, hitherto nnpabUahed ; 
to whieh u added a OoUeotion of Notea br the same, iUostratiye of the rale of 
St Angnatine. Bdited. at the deaire of the lateJfABQUssa of Biin, K.T., LL.D., 
ae., oj WAX.nm Da Qbxy Biboh, LI1.D., F.B.A., of the Britiah Mnaeom, fte. 
B^al 8Te, S6a. net. 

Catalogue of a Collection of Orieinal MSS. formerly belonging 

to the Holy Office of the Inqniaitien in tne Oanary Islands. Prepared onder the 
direetion of the lato Mabqusbs of Bun, K.T., LL.D., by Waltes db Orat 
BimoH, LL.D., F.8.A. t Tola, royal 8to, £8, Sa. net 

BUTE. MACPHAIL, and LONSDALE. The Arms of the 

Bqyal and Parliamentary Bnri^ ol Scotland. By Johh, MAmQusaa of Bun, 
K.T.J J. B. N. Maopbaii., and H. W. LovanALB. With 181 ^ * 
wood, and 11 oiaer miiBMIoB8L QrowB 4to. AS, Si. Bat 



William Blackwood & Sons. 



BUTE. STEVENSON, and LONSDALR The Arms of the 

Baronial and Poliot Bnrgha of Scotland. By Johm, Makqusm of Butb, K.T., 
J. H. SmvamoH, and H. W. LomDALa. With nnmarona Ulnatratlonfl. Onnm 
4to, iU, li. nel. 



OAIBD. SermoDB. By Johh Oaikd, D.D., Principal of the 

UnlTenitj of Olaagow. BeTantaan th Thoaaand. loap. 8tO| Bi. 

CALDWELL. Sohopenhamer*! System in its Philosophical Sig- 

nifloanee (the Shaw Fellowahip Laotoraa, 1898). By FrofeMor William Oald- 
WELL, D.Sc., M'Gill UniTenity, Montreal. Demy 8to, 10a. 6d. net 

CALLWELL. 

The Effect of Maritime Command on Land Cflunpaigns since 

Waterloo. By OoL a 1. OALLwaLL, G.B. With Plana. Poat 8to, 6a. net. 

Tactics of To-day. Sixth Lnpressioo. Crown Svo, 2s. 6d. net. 
Ifilitary Operations and Maritime Preponderance : Their Be- 

lationB and Interdependence. Demy 8vo, 158. net. 

CABEY. 

Monsieur Martin : A Bomance of the Qreat Northern War. 

By WTXOifi* Oabkt. Orown 8to, 6b. 

"No. 101." Third Impression. Crown 8vo, 6s. Cheap Edi- 
tion, royal 8tO| paper coversi 6d. 

CABLYLK A History of Mediaeval Political Theory in the 

West. By R. W. Gabltle, O.I.B., Bailiol College. Oxford ; and A. J. Gabltul 
M.A.» GhapUdn and Lecturer (late Fellow) of university College. Oxford. In 8 
Tols. demy 8vo. Vol. I.— A History of Politioal Theory from the Roman Lawyera 
of the Second Gentnry to the Political Writers of the Ninth. By A. J. Gabltlb. 
15s.net. 

CHESNET. The Dilemma. By General Sir Oeoboi Chbsnxt, 

K.O.B. A New Bdition. Orown 8to, Sa. 



OHXJBCH SEBVICE SOCIETY. 

A Book of Common Order : being Forms of Worship issned 

by the Ohnzeh Seryice Sodetv. ScTenth Bdition, oarefolly reyiaed. In 1 toL 
orown 8tO| doth, 88. 6d. ; Irendi moroooo, 6a. Alao in t rola. erown 8to, 
doth, 4fl. ; Franoh moroooo, 6a. 6d. 

Daily Offices for Morning and Evening Prayer thronghont 

the Week. Orown 8to, 8a. 6d. 

Order of Divine Service for Children. Issned by the Ohnroh 

Serrioe Sodety. With Soottlah HymnaL Oloth, 8d. 



William Blackwood & Sons. 



CLIFFOBD. 

8*117: AStady; and other TrIm of the Oatddrti. By Hugh 

Oliwobs^ 0.1LO. QrowB 8to, 61. 

Both -Whacking, and other Sketdiea. Second Impremon. 
OLODD. Thomae Henry Huxley. *" Modem Engliih Writenk" 

Bf Mow AMID Olodd. OMwb Syo, li. M. 

OLOUBTON. 

The Lunatic at Large. By J. Stour Cloxtston. Fourth 

ImprtMloiL OkDwn 8to, te. Ohbap ■ditioh, rml 8to, paper oover, 6d. 

Count Bunker: Being a Sequel to *Tne Lunatic at Large.' 

Orown 8to, 6t. Ohbaf Somoir, royal 8to, pap«n covers, M. 

The Adventures of M. D'Haricot Second Lnpresdon. Crown 

•rOf 6e. OniF ■Dmov, rojel 8to, paper oorer, 6d. 

Our Lady's Tnn. Crown 8vo, Os. 
Qanmscath. Crown dvo, Os. 

CONNELL. The Toung Days of Admiral QuUiam. By 

F. NomKin OomrsLL. Orown 8to, 6a. 

CONBAD. 

Lord Jim. A Tale. By Josiph Coneid, Author of *The 

Nigger of llie Nardaraa,' 'An Ontoaat of the Iilandi,' <Talei of Unreet^' *e. 
Second Impression. Orown 8to, 0a. 

Touth: A Narratiye; and Two other Stories. Second Ln- 

Orown8TO,6a. 



COOPER Liturgy of 1637, commonly called Laud's Liturgy. 

■dlted bj the Bev. Frofisior Ooopke, D.D., Glasgow. Crown 8yo, 7s. M. net. 

COBNFOBD. R L. Stevenson. <* Modem English Writers." 

Bj L. Oopa OonvroED. Second Bdition. Orown 8to, Is. M. 

COUNTY mSTOBIES OF SCOTLAND, hx demy 8vo vol- 

nmssofabont850pp.eaeh. With Maps. Price 7s. M. nek 

Fife and Kinross. By Mntulb J. Q. Maokat, LL.D., I^eriff 

of these Oonnties. 
Dumfries and Galloway. By Sir Hxbbsbt Maxwxll, Bart, 

ILP. Second Edition. 

Moray and Nairn. By Chablbs Ruipini, LL.D., I^eriff 

of JKunMes and Gallowaj. 

Inverness. By J. Cambbon Lbbs, D.D. 

Roxburgh, Selkirk, and Peebles. By Sir Qbobob Douolas, 

Bart 

Aberdeen and Banff; By William Watt, Editor of Aberdeen 

* Daily Free Press.' 

Perth and Clackmannan. By John Chisholic, M.A., Advocate. 

[iiifksprMs. 

CRAIK A Century of Scottish History. From the Dajrs before 

the '45 to those ^thin living Memory. By Sir Hkkrt Orazk, K.O.B., M.A. 
(Ozon.X Hon. LL.D. (Olasgow). S yols. demy 8to, 80s. netk 



William Blackwood & Sons. 



CRAWFORD. Saradnemsa. By F. Mabion Crawford, Author 

ot'MrlMMii'te., *e. OiowB 8T0, la. M. AlMatM. 
CROSS. 

Impressions of Dante and of the New World. By J. W. Cbobs. 

^ott 8to, te. 

The Rake's Progress in Finance. Crown 8vo, 2s. net 

CUMMING. 

Memories. By C. F. Gk)B]>0K Cuxmino. Demy 8va Bios- 

tratad, SOa nat 

At Home in Fiji Postdvo. Illustrated. Cheap Edition, 6s. 
A Lady's Cruise in a French Man-of-War. Post Svo. Illus- 

tratad. Ohaap Edition. 6a. 

Fire-Fountains. 2 vols, post dvo. Illustrated, 25s. 
Granite Crags. Postdvo. Illustrated. Cheap Edition. 6s. 
Wanderings in China. Small post 8yo. Cheap Edition. 6s. 

DAVIS. "When Half-Gods Qa" By Jkssik Ainswokth Davis. 

Second Impreaslon. Grown 8to, Oa. 

DE HAVEN. The Scarlet Cloak. By Atoeey dk Haven. 

Grown 8to, 68. 

DESCARTES. The Method, Meditations, and Principles of 

Philosophy of Descartes. Translated from the original French and Latin. 
With a new Introductory Essay, Historical and Critical, on the Caitesian Phil- 
osophy. By Profeaaor vbitob, LL.D. Fourteenth Edition. Crown 8vo, 68. 6d. 

DIVER Captain Desmond, V.C. By M. Divee. Third Im- 
preaslon. Grown 8to, 6a. 

DODDS Ain> MACPHERSON. The Licensing Acts (Scotland) 

Consolidation and Amendment Act, 1908. Annotated by Mr J. M. Donne, G.B., 
of the Scottish Office; Joint-Editor of the 'Parish Council Guide for Scotland,' 
and Mr Bwah Maophsbsom, Advocate, Legal Secretary to the Lord Advocate. 
In 1 voL crown 8vo, 68. net. 

DOUGLAS. 

The Ethics of John Stuart MilL By Chaelis Douglas, 

MJL, D.SO., late Lecturer in Moral FhlloBOphy, and Assistant to the Pro- 
fiBaaor of Moral PhOoaophy In the Univeraity of Edtaibargh. Poat 8vo, Oa. net. 

John Stnart Mill : A Stndy of his Philosophy. Crown 8vo, 

4a. M. net. 

DUFF. An Exposition of Browning's *Sordello.* With Histori- 
cal and other Notea. By David Durr, B.D. Demy 8vo, lOs. 6d. net 



ECCOTT. 

Fortune's Castaway. By W. J. Egoott. Crown 8vo, 6s. 

His Indolence of Arras. Crown 8vo, 6s. Cheap Edition, 

royal 8vo, paper cover, 6d. 

Hearth of Hutton. Crown 8vo, 6s. 
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ELIOT. 

The New Popular Edition of George Eliot's Works, with 

PbotognTore Prontispieoe to eftch Volome, from Drawingi by WillUm 
HatherelL RI., Edgar Bandy, R.I., Byam Shaw, R.I., A. A. Van Anrooy, 
MaoHce Oreiffenhagon, OUnde A. Sbepmnon, R.I., S. J. SulUyan, and Max 
Cowp«r. Each Work oompleto in Oue Volume. Handsomely bound, gilt top. 
8«.M. Ml. Ten Volomea in alL 

▲dam Bbdi. Silab MAKirut; Baothcb Jacob; Ths 

BoBMBt or CunucAL LinL Liptmd Yuu 

Tbb Mill om thb Flom. Bomola. 

Fblol Holt, tbb Eadical. Dabibl Dbronda. 

MmDLBMABOH. ThB SpaXIBH OtPBT ; JUBAL. 

Bbbatb; TBBonnuBTVB Such. 

George Eliof • Life. With Portrait and other IUn8trati<ms. 

New IdltloB, la on* Toloma. Orovm tvo, 7b. 6d. 

Life and Works of George Eliot (Warwick Edition). 14 vol- 

doth, Umo, gilt top, 1l net per Tolome ; leather, limp, gilt top, la. «d. net 
* leather gilt top. with hook-BBarker. la. net per Tohune. 

Tmi Mill ov TaTrum, 8S8 1 



▼ohime: leather gilt top. with hook-BBarker. la. net per 

MiDDLBtAmoH. t Tols. 664 Bttd 680 pp. 
Davibl Dkbowpa. t Tola. 616 um 

616 pp. 
Thb Spavibh Otpst; Jubal 
■bbatb; TBBonouBTUB Such. 
Lmk S Tola., 6S6 and 680 pp. 



Adam Bbdb. 816 pa 

1 flobb. StSpp. 
Fblix Holt, tmb Rapioai. 718 pp. 



Romola. 900 pp. 

SoaraB OF Oi.BBioiL Lum. 6M pp. 
BiLAB Mabmbe; Bbotmbb Jaoob; Tbb 
LifTBD Ybil. 660 pp. 

Works of George Eliot (Standard Edition), tl Yolnmes, 
orowB 8T0. IB bnekiBBi otoih, aSi% top, Sb. 6d. per toI. | or Ib lozbaighe 
UndiBg, la. 6d. per toL 

Adam Bbdb. t toIb.— Tbb Mill ob thb Flobb. S toIb.— Fbux Holt, thb 
Radical, t toIb.— Romola. t toIb.— Sobbbb of Olbbioal Lifb. t foIb.— 
Middlbmaboh. I Fola.— Dabibl Dbbobda. I toIb.— Silab Mabmbb. 1 toL 
—Jubal. 1 foL— Thb Spabibb Otfbt. 1 foL— Rbbatb. 1 foL— Tbbophbab- 
tub Buob. iFOL 

Life and Works of George Eliot (Cabinet Edition). S4 

FohiBie^ orowB 8F0, price 46. iJao to be had haadaoBMlj bound 1b half aBd toll 
eaUl The YoluneB are eold aeparatAly, boond la doth, price 6b. each. 

NoYols by George Eliot Popular Copyright Edition. La new 
nnlfonn binding, price la. 6d. each. 



Adam Bbdb. 

Thb Mill oh thb FLoaa. 

BoBVBB of Olbbioal Lifb. 

Romola. 

Fblix Holt, tbb Radical. 

Essays. New Edition. Crown 8yo, 6s. 



Silab Maknbb; Thb Liftbd Ybil; 

Bbothbb Jacob. 
Middlbmaboh. 
Dabibl Dbbobda. 



Imraessions of Theophrastns Saoh. New Edition. Crown 

The Spanish Gypsjr. New Edition. Crown 8yo, 6s. 

The Legend ii Jnbal, and other Poems, Old and New. 

New BdltloB. OrowB 8fo, 5b. 

Silas Mamer. New Edition, with lllnstrations by Reginald 

Birch. Crown 8fo, 1b. 6d. net. Cheap Edition, Ss. 6d. Cheap Bditioii, 
rojal 8fo, paper cover, price 6d. 

Soenes of Clerical Lifa Pocket Edition, S yoIs. pott 8yo, 

la. net each ; bonnd in leather, 1b. 6d. net each. Cheap Edition, 8s. Dlns- 
trated Edition, with 80 ninstrationB by H. R. Millar, crown 8yo, 8b. ; paper 
ooTere, 1b. Cheap Edition, royal 8to. in paper cover, price 6d. 

Felix Holt. Cheap Edition. KoyBd 8yo, in paper ooYer, 6d. 
Adam Bede. Pocket Edition. In 1 yoI. pott 8yo, Is. net ; 

bound in leather, in 8 vola., 4b. 6d. net Cheap Edition, royal 8vo, in 
paper cover, price 6d. New Bdttioin, crown 8vo, paper cover, Ib.; crown 8vo, 
with nioBtn^UonB, doth, la. 



WiUiam Blackwood & Sons. ll 



ELIOT. 

The Mill on the Floss. Pocket Edition, in 1 yoL pott 8yo, 

ll. net, limp leather, 4a. 6d. net Cheap Edition, rojal 8to, in paper 00T«r, 
priee 6d. New ■dition, paper oorera, li. ; cloth, Si. 

Eomola. Cheap Edition. BoyaJ 8vo, inpaper oover, mce 6d. 
Silas Mamer ; brother Jacob ; Lifted VeiL Pocket Edition. 

Pott 8to, doth, l8. net ; limp leather, %%, 8d. net 

Wise, Wittv, and Tender Sayings, in Prose and Verse. Selected 

fromfhiWorkaofGBOBaBBiJOT. New MitlOB. foap. Iro, la. 64. 

ELLIS. 

Barbara Winslow, Rebel. By Bbth Ellis. Crown dvo, 68. 
Madame, Will You Walk? Crown 8vo, 68. 
Blind Mouths. Crown 8yo, 68. 
The Moon of Bath. Crown 8to, 6s. 

ELTON. The Augustan Ages. ** Periods of European Litera- 

tore." By Oliycr Iltom, mTa., Profei -"...-- — • 

OoUege, LiTerpool. Grown 8vo, 6s. net. 



tare." By Oliycr Iltom, mTa., Profeesor of Bngliah Literature, UnlTeraity 
''■"ege, Liv "* "* 



EVERARD. History of the Royal and Ancient Golf Qub, St 

Andrews. By H. B. 0. Evxrard. With Bight Ck>lotired Portraits, and many 
other Unique Illustrations. Crown 4to, Sis. net. 

FAHlK. A History of Wireless Telegraphy. Including some 

Bare-wire Proposals for Bubaqneoos Telegraphs. By J. J. Fahib, Member of the 
Institation of Electrical Bnglneers. London, and of the Soei^t^ Internationale 
dee Blectriciens, Paris; Anchor of *A History of Electric Telegraphy to the 
Tear 1887,' Ac With niastrations. Third Edition, Revised. Crown 8to, 6a. 

FEBGUSSON. Scots Poems. By Robert Fergusson. With 

PhotograTnre Portrait Pott 8to, gilt top, bound In eloth, la. net; leather, 
la. (kL net. 

FEBBIER Philosophical Remains. Crown 8yo, 14s. 

FLINT. 

Philosophy as Scientia Scientiarum. A History of Classifica- 
tions of the Sciences. By Robbbt Plikt, D.D., LL.D., Corresponding Member 
of the Institute of France, Hon. Member of the Royal Sodety of Palermo, Pro 
fessor in th^ University of Edinburgh, JMs. ISs. 6d. net 

Studies on Theological, Biblical, and other Subjects. 7s. 6d. net. 
Historical Philosophy in France and French Belgium and 

Swltserland. 8to, Sis. 

Agnosticism. Demy 8yo, 7s. 6d net. 

Theism. Being the Baird Lecture for 1876. Tenth Edition, 

RsTlaed. Grown 8to, Ts. Od. 

Antd-Theistio Theories. Being the Baird Lecture for 1877. 

Fifth Edition. Crown 8to, 10s. Od. 

Sermons and Addresses. Demy 8vo, 7s. 6d 
FOREIGN CLASSICS FOR ENGLISH READERS. Edited 

by Mn OuPHAMT. Priee Is. each net. For List of V&Umu, tee poft S. 

FORREST. 

History of the Indian Mutiny. By G. W. Forrest, C.I.K 

EX'Oireotor of Records , Qovenmient of Lidia. 8 vols. demySvo. 88s. net 

Sepoy Generals: Wellington to Roberts. With Portraits. 
Grown 8to, 0a. 
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FORSTER. 

Where Angeli Fear to Tread. By £. M. FoKsns. Crown 

tro. 6«. 

The LongeBt Journey. Crown Svo, 6s. 

FOXJLIS. 

Erohie: My Droll Friend By Hugh Fouub. Paper 

ooTwv, M. ; olotti, la. 6d. Mt. 

The Vital Spark. lUastrated. l8.net 
FRANKLIN. My Brilliant Career. By Mim Fkahkuf. 

Poorth iMpcMrioa. Orowm Iroi 6i. 

FRASEB. 

Fhlloflophy of Theiim. Being the Oifford Leotnrei deliyered 

btlbf* lk« UalTtnlty of Idinbarih 1b 1194-96. By ALUAimn Oampbbll 
Feaue, D.aL. Oxiord; Bmarita* Pr o i MM c of IiOfle ttd MataphTilOi Ib 
lk« UalTwalty of ■dtabor^ Beoond MltloA, BtrlMdT Poi* 8to, ik. M. Bet 

Biographia Philoaophioa. In 1 voL demy dvo, 6& net 
BASER. The Marches of Hindustan : The Record of a Journey 

in Thibet, Traiu-HimaUyan India, Chinete Turkettan, BoMian TorkettaiL, and 
Penia. Bj David Fbasbb. With Illnetratione, Mape, and Bketchea. Demy 
8to, £1, l8. net. 

FRENCH COOKERY FOR ENGLISH HOMES. Third Im- 

pieMlun. OrowB Sro, limp eloth, Sa. M. Alio 1b limp leather, la. 

FULTON. The Sovereignty of the Sea. An Historical Account 

of the Claime to the excToalTe Dominion of the British Seas and of the Evola* 
tion of the Territorial Wateri, with special reference to the Rights of Fishing. 
By T. Wbmtss Fultoh, M.D., F.B.8.S. With nnmerona lUostrations and Maps. 
Demy 8to. {In ih» prt$s. 

GALLOWAY. Studies in the Philosophy of Religion. By 

Obobob QALrx>WAT, D.PhiL, B.D. Demy 8to, 78. 0d. net 

GENERAL ASSEMBLY OF THE OHUBOH OF SCOTLAND. 
Soottish Hymnal, With Appendix Incorporated. Published 

for Hie iB Ghnrches by Anthorlty of fhe OtBeral IsMmhly. 1. Lane ^ype, 
eloth, red edges, Ss. M.; French moroooo, 4s. S. Boorgtola type, limp eioth, u.; 
French moroooo, li. t. NonparsU liype, doth, red edMs, M.; Fienon moroooo, 
Is. 4d. 4. Paper oorers, 8d. 6. Banday-Sohool Idltion, baptr ooren, Id., 
doth, Sd. Na 1. boond with the Psalms and Paiaphiasss, Irtndi moioeoo, St. 
No. S, boond with the Psalms and Paiaphnaes, dotik, Is.} Fmdi moroooo, Ss. 
Prayers for Sodal and Family Worship. Prepared by a 
8pedd(X)mBdttseottheO«BeidAsseBiuyofthe01rarehofSoouaBd. iBibdy 
New BditioB. Berised and Bnlarsed. FOap. Sro, red edges. Is. 6d. net 

Prayers for Family Worship. A Selection of Four Weeks' 

Prayers. New Bdition. Authorised by the General Assembly of the OhnrOh of 
Scotland. Foap. Sro, red edges Is. net. 

One Hundred Prajrers. Prepared by the Oommittee on Aids 

to DcTOtioB. 16mo, doth limp, M. 

Morning and Evening Prayers for Affixing to Bibles. Prepared 

by the Oommittee on Aids to DeTotlon. Id. for 8, or Is. per 100. 

Prayers for Soldiers and Sailors. Prepared by the Oommittee 

on Aids to DoTotioB. Thirtieth Thousand. 16mo, doth limp. Sd. net. 

Prayers for Sailors and Fisher-Folk. Ihrepared and Published 

l^Instmotion of the General Assembly of the Church of Scotland. Ftep.8TO,l8. 
Bet 
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QIEELASD. 

Reata: Whafi in a Name. By R D. Qi&abd. Cheap 

Bdition. Orown 8to, 8i. 6d. 

Beggar my Neighbour. Oheap Edition. Orown 8yo, Si. 6cL 

The Waters of blercnles. Oheap Edition. Orown 8yo, Si. 6d. 

A Sensitive Plant Crown 8vo, 3s. 6d. 
QERA.RD. 

Honour's Glassy Bubble. By E. Geeajid. Crown Svo, 6s. 

A Foreigner. An Anglo-German Study. Crown Svo, 6s. 
GERAKD. 

One Tear. By Dorothsi. Osrasd (Madame Longard de 

Longgarde). Crown Svo, 6i. 

The Impediment Orown Svo, 61. 

A Spotless Reputation. Third Edition. Orown Svo, 6s. 

The Wrong Man. Second Edition. Orown 8vo, 6s. 

Lady Baby Oheap Edition. Orown Svo, Ss. 6d. Cheap 

Edition, royvl Syo, paper cover, 6d. 

Recha. Crown Svo, 6s. 
A Forgotten Sin. Crown Svo, 6s. 
GIBBON. 

Souls in Bondage. By Perceval Gibbon. Crown Svo, 6s. 

Cheap Edition, royal Svo, paper cover, 6d. 

The Vrouw Grobelaar's Leading Cases. Crown Svo, 6s. 
GILL. The CHCls- Problem. By Richard Gill. 2 vols, crown 

8vo, 68. net each. 

GILLANDERS. Forest Entomology. By A. T. Gillanders, 

F.E.S. With lllustrationa. Crown Svo. iln the press. 

GILLESPIK The Humour of Scottish Life. By Very Rev. John 

G1LLC8PIS, LL.D. Crown Svo, 8s. 6d. net. 

GLASGOW BALLAD CLUB. Ballads and Poems. By Mbm- 

BBB8 OF THB Qlasqow Ballao Club. Orown Svo., 78. 6d. net. 

GLEIG. The Subaltern. By Rev. G. R. Gleio. Fcap. Svo, 

l8. net. 

QBAHAM. 

Manual of the Elections (Scot.) (Corrupt and Illegal Practices) 

Aet, 1890. With Analyiis, Relative Act of Sederant, Appendix containing the 
Oormpt PrMtieei Acta of 1888 and 1885, and Oopioai Index. By J. Bdwaxd 
Obahav, Advocate. 8vo, 48. 6d. 

A Manual of the Acts relating to Education in Scotland. 

(Founded on that of the late Mr Craig Sellar.) Demy 8vo, 188. 

GRAHAM AND PATERSON. True Romances of Scotland. By. 

B. Maztonb Obahak and E. Patbbsoh. Illustratione. Orown 8vo, 68. net 

GRAND. 

A Domestic Experiment. By Sarah Qband, Author of 

' The Heavenly Twma,* ' Ideala i A Btndy firom Life.' Orown 8to, 08. 

Singularly Deluded. Orown Svo, 68. 
GRIER 

In Furthest Ind. The Narrative of Mr -Edwai^d Oablton of 

Bllawether, in the Oonntv of Northampton, and late of the HonoaraUe Bast India 
Oompany'8 Service, Gentleman. Wrote by hie own hand in the year of graoe 1007. 
Bdited, with a, ftw Bxplanatory Notei. By Stdnkt 0. Obiib. Post 8vo, Os. 
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GBIER. 

Hu Bxoellflnoy'i Bnfdidi GknreraMi. lliird ImpreisioiL Or 

•?o ti. 

An nikorowned King : A Bomanoa of High Politioa. Third 

iMpnMkNk OiuvB StO| 6i. 

Fteoe with Honour. Third Impreoioii. drown Syo, te 

A Orowned Queen: The Romance of a Minister of State. 

Thlr4 iMpttMloB. OrowB tro, 6i. 

like Another Helen. Seoond Impreoion Crown Syo, te 
The Kinn of the East: A Romance of the near Future. 

SteoBd Cip rMrt oa. Oiowb 8to, te. 

The Warden of the Marches. Third Impression. Crown 

8to, 6«. Clh«9 Iditton, p«per cover, (kL 

The Prince 61 the Captivity. Second Impression. Crown 

•?o, 61. 

The Advanced-Ouard. Third Impression. Crown Svo, 68. 
The Great Proconsul: The Memoirs of Mrs Hester Ward, 

fcraMriy in the SmIIj of th* Hon. Wuren HMtinga, Biqnire, late OoTenor^ 
G«Mnu of IndU. Orown 8to, 6«. 

The Heir. Crown 8yo, 6s. 

The Power of the Keys. With Illustrations by A. Pbabok. 

Third ImpTMaion. Orown 8to, 6b. 

The Letters of Warren Hastings to his Wife. Demy dvo, 

6f.n«l 

GRIERSON. The First Half of the Seventeenth Century. 

rPeriodi of Bnropean Literature.) B7 Professor H. J. 0. GBUBaoH. Crown 
8to, 6s. net. 

GRIFFIN. 

Lady Sarah's Deed of Gift By K Aceititna Gbiffik. Crown 

8yo,6s. 

A Servant of the King. Crown 8vo, 6s. 

GROOT. 

Jan Van D^ok. By J. Mobgan-db-Gboot. Crown 8vo, 6s. 
The Bar Sinister. Crown 8vo, 6s. 
A Lotus Flower. Crown Bvo, 6s. 

HAMLET. 

The Operations of War Explained and Illustrated. By 

Oenena Sir Bdwabd Bnuci Hamuit, ILO.B., K.O.M.0. Second Bdition of 
Pifth Bdition. With Maps and Plans. 4to, lOs. Also in S puts: Part L, 
lOs. «d^ Part It, ns. 

A New Edition, brought up to the latest requirements. By 

Oolonel L. B. Kigobll. 4to, with Maps and Plans, SOs. 

Thomas Carlyle: An Essay. Second Edition. Orown 8vo, 

Si. M. 

On Outposts. Second Edition. 8vo, Ss. 
Lady Lee's Widowhood. Mew Edition. Crown 8vo, Ss. 
Our Poor Relations. A Philozoic Essay. With Illustrations, 
Qhisfly by Bmest Orlset. Crown 8to, eloth gat, Is. M. 

HANNAY. The Later Renaissance. '* Periods of European 

Literataze.** By Datid HAiorAT. Orown 8t0| 68. net. 
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HAEKADEN. 

Ships that Pass in the Night. By Beatbioi Habraden. 

ningtrated Iditdon. Grown 8to, St. 6d. 

The Fowler. Illustrated Edition. Crown 8yo, Is. 6d. Cheap 

Edition, paper cover, 6d. 

In Varying Moods: Short Stories. Blostrated Edition. 

Qrown 8to, 8i. M. 

Untold Tales of the Past. With 40 ninstrations by H. B. Millar. 

Bqnare erown 8to, gilt top, 6a. net. 

Katharine Frensham. Crown 8yo, 6s. Cheap Edition, 

paper cover, 6d. 

HAKRIS. 

The Disappearance of Dick. By Walter B. Harris. With 

17 lUnatratlons. Grown 8vo, 68. 

The Career of Harold Ensleigh. Crown 8yo, 6s. 
HARTLEY. WHd Sport with Gun, Rifle, and Salmon-Rod. By 

QiLFRiD W. Habtlbt. With numeroiu IHastrations in photogravure and half- 
tone from drawings by O. B. Lodob and others. Demy 8vo, 68. net. 

HAY. "Pip." By Ian Hay. Crown 8vo, 6s. 

HAYLLAR. Nepenthes. By Florence Hayllar. Crown 

8vo, ds. 

HEMANS. 

The Poetical Works of Mrs Hemans. Copyright Edition. 

Royal 8vo, with Bngravlngi, eloth, gUt edges, 6f. 

Select Poems of Mrs Hemans. Fcap., cloth, gilt edges, Ss. 
HENDERSON. The Young Estate Manager's Guide. By 

RiOHABD Hbhdbbsom, Member (by Bzamination) of the Royal Agriooltnral 
Society of Bngland, the Highland and Agricnltnral Society of Scotland, and 
the Bnrveyonr Institution. With an Introdnction by u. Patrick Wright, 
F.R.B.B., Professor of Aioioaltare, Glasgow and West of Scotland Technical 
Oollege. With Plans and Diagrams. Grown 8vo, 6s. 

HENDERSON. The Minstrelsy of the Scottish Border. By Sir 

Waivtbb Soott. a New Bdition. Edited by T. F. Henderson, Author of 'A 
History of Scottish Vemacolar Literature.' With a New Portrait of Sir Walter 
Scott. In 4 vols., demy 8vo, £2, 2s. net. 

HERFORD. Browning (Modem English Writers). By Prof essor 

Hbb]x>bd. Grown 8vo, 2s. 6d. 

HERKLESS and HANNAY. The College of St Leonard's. By 

Professor Hbbklbss and Robbbt Ebrb Haknat. Post 8vo, 7s. 6d. net. 

HINTS ON HOCKEY. With Plans and Rules. New Edition 

Fcap. 8vo, Is. 

HOME PRAYERS. By Ministers of the Church of Scotland 

and Members of the Ohureh Service Bodety. Second Bdition. FOap. 8vo, 8s. 

HUME. The Globular Jottings of Griselda. By E. Douglas 

HuMB. With ninstrations. Demy 8vo, 10s. net. 

HUME. Dialogues concerning Natural Religion. By David 

HuMB. Reprinted, with an Introduction by Brucb M'BwBir, D.PhiL Grown 
8vo, 8s. 6d. net. 
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HUNT. A Handj VooabnlArj: Bngliah-Airflnoider, Afrikuid«r- 

■bcUA. Portk«UMoriBcltali.9MldiffFioptolBaoatkAM«L Qfa.M.O. 
Hnirr. %maXk Iroi li. 

HUTCHINSON. Hinti on the Gkme of Goll Bj Hobacb G. 

HuTonMOK. TwtUlk MHioa, lUviMd. iMp. t?o, olo«k, li. 

HX7TT0N. Italy and tlM Italians. By Edwaxd Hunov. With 

nioitatioiit. SMond Bdltioa. Lirg* oown 8to, 6i. 

IDDEBLEIOH. life, Letton, and Diariai of «r Stafford Nor^ 

ao«t,FlnllMlofIddMtol|k. Bir Anasw Lam. WMi TteM Portnlti and a 
ftowofFyMt. Tidrd BdHlM. 1 Toto. pott tro, tit. M. 

PopoLAB ■DiTicni. with PortratI tad VWw of Pjiti. Pott tro, It. Id. 

INNE& 

Free Church Union Caae. Judgment of the Hooae of Lords. 

With IntrodQotloii hff A. Tatlob Unrat, LL.D. Demy Iro, It. ntl 

The Law of Creeds in Scotland. A Treatise on the Bela- 

tioBt or Obw«lMt tB SootlMd, IttabUtbad and Ml IttaUithed, to the OMl Law. 
DtaaylTo, lOt. Btt 

INTELLIGENCE OFFICER 

On the Heels of De Wet By Thi Intkllioxnoi Omois. 

Sixth Inprention. Otowb 8to, It. Cheap MltioB, royal 8to, paper eoTtr, M. 

The Boy Galloper. With lUastrations. In 1 yoL cr. Svo, 6& 
The T^ow War. Crown Svo, 68. Cheap Edition, paper 

eoTtr, Id. 

A Subaltern of Horse. Crown 8vo, 6s. 
[RONa The Psychology of Ethics. By David Irons, M.A., 

Ph.D.,ProiBttorof PhllotophyiBBr7B]fawrOollege,PeBB. Crown 8to, St. net 

JAMES. William Wetmore Story and his Friends. From 

Lettert, Diariet, and ReooUeetiont. B7 Hbtbt jAMBt. With t Portraita. In 
two Tolt. pott 8to, ite. net 

JAMEa 

Modem Strategy. By Lieut-CoL Walter H. Jamrs, P^.C, 

late R.R. With I Mapt. Second Edition, thorooghlj reviaed and brooght 
np to date. Royal 8to, lit. net 

The Campaign of 1815, chiefly in Flanders. Demy 8yo, 

lOt. Id. net 

The Development of Tactics from 1740 to the Present Day. 

Demx 8to. [I% fU prm, 

JOHNSTON. 

Elements of Agricnlt«ral Ohemistry. An entirely New 
IdttloB from the Idlllon by Sir O&iBua A. CUmbbob, M.D., r.R.a&L fte. 



Rerlttd and brooght dowB to data by a M. Aikmab, M.A.. R.Se., r.R.&E.. 
Pr o i Mto c of Ohtatotry, Olitgow Vtttrtiiar? Oolltgt. ITthRdltton. GrowBlTO, 
lt.ld. 

Catechism of AgricnltanJ Ohemistry. An entirely New Edi- 
tion from the Rdition by Sir Ohablbb A. Oambbob. Rerlttd and RBlarged 
by 0. M. AiKMAB M.A ke. Mth Thootand. With Bnaurooa mottrationa. 
Grown 8to, It. 



1 



William Blackwood & Sons. 17 

JOHNSTON. Agrionltvral Holdinffs (Scotland) Acts, 188S to 

1900 ; and the Ghronnd Gftint Aot, 1880. with Notet, tad Bnmmtfy of Froeednz*, 
*e. Of OHunonoB N. Jcmmnoa, M.A., AdrooBlt. fifth Bdltlon. Damy 
8to, 6f.iiet. 

JOKAL Timar'i Two WorldB. By Maubub Jokal Amthorised 
Tmalatloii by Mm Hmax KMmrABD. Oheap ■dltton. OfOWB 8tO| ti. 



KENNEDY. Hnrrah for the Lifeof a SaUor ! FiftyTeara in the 

Boyal NftTT. By Admiral Sir William Kxnhsot, K.aB. With niutratioiif 
tnm Bkatonaa by tha Author. Fifth Imprasaioo. Damy 8to, ISi. M. 
OniAPnt BDinoii, tmall damy 8to, 6a. 

£ER The Dark Ages. ''Periods of European Literature." By 

ProfMaor W. P. Kbu In 1 toL crown 8to 6a. nat. 

KERR. 

Memories: Grave and Gay. By John Kbbb, LL.D. With 

Portrait and othar Illaatrationa. Oheapar Edition, Bnlurgad. Grown 8t0i 
Ifc 6d. nat. 

Other Memories : Old and New. Crown 8vo. 3s. 6d. net. 

KINGLAKR 

History of the Invasion of the Orimea. By A. W. KnroLAKi. 

Oomplata In 9 Tola., erown 8to. Cheap raiMoa at 8a. 6d. aaoh. 

— Abridffed Edition for Military Students. Revised by 

LiaQt.-OoL Sir Oaonon Stdbtbam Olarki, K.C.M.O., B.B. Damy tro, 16i. n&L 

— — Atlas to accompany abova Folio, 9s. net. 

History of the Invasion of the Crimea. Demy 8vo. YoL YI. 
Whiter TronUea. With a Map, Itfa. Vola. VII. and VIII. from tha Morrow of 
Inkennan to tha Death of Lord Baglan. With an Index to tha Whole Work* 
With Mapa and Plana. S8a 

Eothen. A New Edition, uniform with the Cabinet Edition 

of tha * Hiatory of the Inraaion of the Orimea. ' Oa. 

Ohxapki BDinoM. With Portrait and Biogimphloal Skatdi of tha Author. 
Crown 8vo, Sa. 6d. net. 

KNEIPP. My Water-Cure. As Tested through more than 

Thirty Teara, and Daeorlbed for the Healing of Diaeaaea and the Pnaervation of 
Health. By SaBAariAif Knbipp. With a Portrait and other mnatrationa. 
Anthoriaad Bngliah Tranalation from the Thirtieth Gtorman Bdition, by A. da F. 
With an Appendix, containing the Lateat Developmenta of Pfhnar Kiiaipp'a 
Byatam, and a Pralkca by B. Gerard. Crown 8vo, 8a. 8d. 

LANG. 

A History of Scotland from the Roman Occupation. By 

Amdbxw Lamo. Complete in Four Volumes. Demy 8to, £8, Sa. net. 
V(d. I. With a Photogravnre Frontiapieoe. 16b. net. 
Vol. n. With a Photograyore Frontiapiece. 168. net 
Vol. III. With a Photogravure FrontiBpieoe. 16b. net. 
Vol. IV. With a Photoflrayure Frontispiece. 20s. net. 

Tennyson. "Modem English Writers." 2nd Ed. Cr.8vo,2&6d. 
Life, Letters, and Diaries of Sir Stafford Northcotej, First 

Barl of Iddeileigh. With Three Portraita and a View of Pynea. Third Bdition. 
t vola. poat 8yo, 81a. 6d. 

PopuLAB BBinoM. With Portrait and View of Pynea. Poat 8to, 8a. 6d. 

The Highlands of Scotland in 1760. From Manuscript 104 

In the King'a Library, BrittahMnaanm. With an Introdnetton by Amdbiw La««. 
Qrown 8yo, (Ml net 
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LANG. 

Hie Expuudoii of the Ghiiitian life. The Duff Leotare 

Ibr iwf. Bt Hm B«t. J. MAB—iii. Lam, D.D., PriadpU of the Uniywdty of 
AbtrdMB. OrowBtrOtis. 

The Ohoroh And its SooUd Minion. Being the Baird Leotare 

lorlML OrowB 8T0, 61. Btl. 

LAWSON. 

Britiah Eoonomioi. By W. R Lawson. Crown 8yo, 6s. net. 

American Finance. Part First — Domestic Crown dvo, 6s. net. 

John Bull and His Schools. Crown 8vo, 6s. net 
LEHMANN. Ommbs of Pity, and other Verses ; to which are 

•dd«d aiz Utm of Great Men. By R. a Lbhmavv, author of * Anni Fogacea,' 
*e. QrowBSro, 5a. net 

LEIQHTON. The Life History of British Serpents, and their 

Looal Dbtribatlon in the Britiah laW B7 Qbuld B. Ldohtom, M .D. With 
§0 moatntiona. Orown 8to, ia. Bet. 

TiWTRHMAN. The Westminster Directory. Edited, with an Intro- 

dnolloii and Notea, hy the Very Ber. T. t.«t—ha» d.d. Grown 8to 4a. net. 

LINDSAY. 

Beoent Adyanoes in Theistio Philosophy of Religion. By Rev. 

Jijoa LmaAT. M.A., D.D.. B.8e., F.B.&B.. F.O.S., Minlater of the Pariah of 
Bl Andrew'a, gJimanKWk Demj tro, Ua. M. net. 

The Progresdyenen of Modem Christian Thought. Grown 

•to, 6a. 

Bssays, Literary and Philosophical Crown 8yo, Ss. 6d. 

The Significance of the Old Testament for Modem Theology. 

OrowBtro, la. net. 

The Teaching Function of the Modem Pulpit. Crown Svo, 

la. net 

"LINESMAN." Words by an Eyewitness: The Straggle in 

NataL By " liiNBiCAir.'* EleTenth Impression, with Three Additional Chapters. 
Orown 8to, 6a. 

LITURGIES AND ORDERS OF DIVINE SERVICE 

(OHUBOH 8EBVI0B SOGIBTY). 

The Second Prayer Book of King Edward the Sixth (1652). 

With Historical Introduction and Notes bj the Rev. H. J. Wothempoon, M.A., 
of St Oswald's Bdinbnrgfa ; and Thb Litubot of Ck>ifPROMi8K. Used in the 



Bngliah Ck)nffregation at Frankfort From an Unpublished MS. Bdited by the 
Rev. O. W. Spbott, D.D. 4s. net. 

Book of Common Order. Commonly called Knox's Liturgy. 

Edited by Rev. 0. W. Sprott, D.D. is. 6d. net. 

Scottish Lituivies of the Reign of James VT. Edited by Rev. 

0. W. Spbott, d.d. 4s. net 

Liturgy of 1637. Commonly called Laud's Liturgy. Edited 

by tne Rev. Professor Ooopkr, D.D. 7s. dd. net 

The Westminster Directory. Edited by Very Rev. T. Leish- 

MAK, D.D. 4s. net 

Euchologion. A Book of Common Order: Being Forms of 

Prayer, and Administration of the Sacraments, and other Ordmances of the 
Phorch. Edited by the ^ev. G. W. Sprott, D.D. 48. 6d. netk 
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LOBBAN. An Anthology of English Verse from Chancer to the 

PrMent Daj. B7 J. H £obbah, M.A. Crown 8to, gilt (op, Si. 

LOCKHART. 

Doubles and Quits. By Lattrencb W. M. Lockhakt. Cheap 

Edition. Boyu 8vo, paper covers, M. 

Mine is Thina New Edition. Grown 8yo, Is. 6d. 
LORIMER. The Author's Progress : or, The Literary Book of 

the Road. By Adam Lordub. Crown 8to, 6s. net. 

L^DEN-BELL. A Primer of Tactics, Fortification, Topo- 

Cftphy, and Military Law. By Lieut. • Colonel C. P. LTMDsir-Bsu.. With 
&agrami. Crown 8to, 8a. nat 

MABIE. 

Essays on Nature and Culture. By Hamilton Wright Mabib. 

With Portrait. Fcap. 8yo, 8a. «d. 

Books and Culture. Fcap. 8yo, Ss. 6d. 
M'AULAY. The Safety of the Honours. By Allan M*Aulay. 

Crown 8vo, 08. 

MACDON ALD. A Manual of the Criminal Law (Scotland) Pro- 

oednre Aet, 1887. By Normut Dobam MAODOirAUk Baylaed by the Lobd 
JuanovCuBBK. 8to 10a. 6d 

MACKAY. The Return of the Emigrant. By Lydia Millee 

Maokat. Second Impression. Crown 8to, ds. 

MACKENZIE. Studies in Roman Law. With Comparative 

Views of the Lawa of France, Bngland, and Scotland. By Lobd Hackxhsib, 
one of the Jndges of the Conrt of Sesaion in Scotland. Berenth Edition, Edited 
hy John Kibkpatbiok, M.A., LL.D., Advocate, Profesaor of History In the 
University of Edinburgh. 8vo, 81e. 

MACLEOD. The Doctrine and Validity of the Ministry and 

Sacraments of the National Church of Scotland. By the Very Bev. Donald 
Maclbod, D.D. Being the Baird Lecture for 1908. Crown 8vo, 6s. net. 

MACPHERSON. 

Books to Read and How to Read Them. By Hector Mac- 

PHXBsoN. Second Impression. Crown 8vo, Ss. «d. net. 

A Century's Intellectual Development. Crown 8vo, 6s. net. 
A Century of Political Development. 6s. net. 

MACPHERSON. A Century's Progress in Astronomy. By 

Hbotob Macphbbson, Jun. Short demy 8vo, 6s. net. 

MAIR. 

A Digest of Laws and Decisions, Ecclesiastical and Civil, 

relating to the Constitution, Practice, and Affairs of the Church of Scotland. 
With Notes and Forma of Procedure. By the Bev. William Maib, D.D., lately 
Minister of the Pariah of Sarlaton. New Edition, Beviaed. In 1 vol. crown 8vo, 
128. Od. net. 
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MAI& 

SpeiJdiig: or, From Voice Prodnotion to the Platform and 

Polptt Thiid ■dlttoii, BtTlMd. (kowmtTO,!!. 

MAR8HMAN. Hiitory of India. From the Earliest Period to 

tk« iiriiMl ttmt. Bt Jonr Olabk Mabbmav, a&L Tklrd ud Oktaper 
■dltte. Pott tvo, wttk Map, 6i. 

MARTIN. 

Poems of Giaoomo LeopardL Translated by Sir Thiodobx 

Mabtim, K.O.B. Crown 8to, St. net 

The .£neid of l^rgil. Books L-VL Translated by Sir Tew>- 

oonn MAmrai, K.O.B. Pott 8to, 7i. M. 

Goethe's Faust Part L Translated into English Verse. 

Stoottd ■dltion, erown 8to, at. Hlntfa Iditlon, Cntp. 8to, It. ed. 

Goethe's Faust Part IL Translated into English Verse. 

Stoottd ■dltlon, BtTlatd. Foap. Sro, Ot. 

The Works of Horace. Translated into English Verse, with 

life tnd Nottt. S folt. New Bdltion. Grown Sro, Sit. 

Poems and Ballads of Heinrich Heine. Done into English 

Vertt. Third Bditlon. SmtU crown Iro, 6i. 

The Song of the Bell, and other Translations from Schiller, 

OoetheTuhltnd, tnd Othert. Grown 8to, 7i. 6d. 

Madonna Pia: A Tragedy; and Three Other Dramas. Orown 

•m7l.M. 

Oatnllaa With Life and Notes. Second Edition, Beyised 

tnd Gorreoted. Pott 8to, 7t. Od. 

The ' Vita NuoTa ' of Dante. Translated with an Introdaction 

tnd Notet. Fonrth Sdltion. Small orown 8to, 6t. 

Aladdin: A Dramatic Poem. By Adam Oshlsksohlaigbb. 

f otp. 8to, 6t. 

Correggio : A Tragedy. By Obhlknsghlabosr. With Notes. 

fcap. 8to, It. 

Helena Faucit (Lady Martin). By Sir Thbodobb Mabtin, 

K.O.a. K.0.y.O. With Five Fhotofl^yure Platet. Second Bdition. Demy 8to 
lOt.0d.net. 

Poems and Ballads of Goethe. By Sir Theodore Martik 

and Professor Aytoun. Third Edition. With Introduction by Sir Thbodobb 
Martin. Small crown Svo, 68. net. 

MABTIN. On some of Shakespeare's Female Characters. By 
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The Psahnist and the Scientist ; or, Modem Valae of the Beli- 

glooi Benliimant. Third Bdition. Grown 8to, 6t. 
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MAXWELL. 
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MELDRUM. 
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Tised. Grown Svo, Ss. 
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PEAKSE. The Hearseys : Five Generations of an Anglo-Indian 

Family. By Colonel Huoh Psarsb, D.8.0. Demy 8vo, 15s. net. 
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RUTLAND. 
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ftnd OUrlee Dnke of Bntltnd, Lord-Lientenent of Ireland, 1781-1787. With 
Introdnetory Note by Jomr Duu or Butlavd. 8to, 7i. 6d. 
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